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The  Honorable  James  G.  Martin 

Governor  of  North  Carolina 
Members  of  the  General  Assembly 
Citizens  of  North  Carolina 

Sir,  Ladies  and  Gentlemen: 

This  annual  report,  in  keeping  with  past  practice  and  the  requirements  of  law,  provides  a full  array 
of  quantitative  data  and  explanatory  comments  on  the  operations  and  responsibilities  of  the  Depart- 
ment of  the  State  Treasurer. 

In  today’s  economic  environment,  it  is  apparent  that  we  must  now  choose  between  desires,  needs  and 
reality.  The  simple  reason  is  that  we  in  State  government  undeniably  have  ourselves  in  a fiscal  pickle 
— a situation  that  can  and  should  be  cured  with  improved  management  and  with  meaningful  but  self- 
imposed  limitations  on  government  spending.  The  hardships  and  uncertainties  accompanying  North 
Carolina’s  current  budget  difficulties  will  linger  until  the  Governor  and  the  General  Assembly  send  a 
clear  message  to  the  people  of  North  Carolina  that  we  are  unequivocally  committed  to  fiscal  reform 
in  State  government.  Sizable  tax  hikes  are  not  feasible  nor  are  they  the  solution. 

Those  of  us  in  public  service  have  a fiduciary  responsibility  to  assure  the  taxpaying  public  that  their 
State  government  is  both  accountable  and  responsive  — accountable  for  the  resources  and  service  pro- 
grams entrusted  to  our  care  — and  responsive  to  the  public  interests. 

Our  unrelenting  promise,  too,  is  that  our  efforts  shall  continue. 

Sincerely, 


Harlan  E.  Boyles 
State  Treasurer 
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DEC  2 0 199] 


IN 

PERSPECTIVE 


The  public’s  business  is  always  an  open  issue. 

Thus,  it  is  in  this  context  that  we  have  come  to 
use  this  portion  of  the  Treasurer’s  annual  report  to 
address  a few  philosophical  issues  which  we  feel 
are  worthy  of  public  attention  and  discussion.  The 
issues  raised  are  from  the  perspective  of  the  State 
Treasurer  as  an  ex-officio  member  of  various  State 
boards  and  commissions.  As  ex-officio  member,  the 
Treasurer  is  in  a unique  position  to  not  only  see 
issues  internal  to  government  management  and 
finance,  but  also  to  observe  the  close  interrelation- 


ship between  public  sector  management  and 
private  sector  actions.  The  objective  is,  of  course, 
to  speak  with  constructive  purpose. 

State  government  is  big  business.  State  govern- 
ment is  the  people’s  business.  It  must  be  actively 
managed  and  it  must  be  given  leadership  and  direc- 
tion for  the  State  to  remain  strong. 

The  people  get  the  kind  of  government  they  are 
willing  to  accept.  Change  is  inevitable.  Progress 
and  achievement  are  our  objectives. 


THE  PURPOSE  OF  STATE  GOVERNMENT 


Within  the  bounds  of  the  Constitution  of  North 
Carolina,  the  role  and  purpose  of  State  government 
is  determined  by  the  General  Assembly.  The 
Assembly’s  adoption  of  the  biennial  budget  gives 
meaning  to  the  programs  and  services  to  be  pro- 
vided to  the  people  of  North  Carolina.  And,  the 
State  budget  does  two  other  things:  it  identifies  the 
resources  to  be  collected,  in  the  form  of  taxes  and 
fees,  and  it  sets  the  maximum  expenditures 


authorized  for  the  departments  and  agencies  of 
State  government.  Under  the  Constitution,  the  ex- 
penditures authorized  cannot  exceed  the  projected 
resources. 

Many  of  the  challenges  facing  the  State  are 
reflected  in  the  issues  confronting  State  government 
and  its  management.  The  following  sections  offer 
a perspective  from  the  State  Treasurer. 


A longer  and  critical  view  of  . . . 

THE  FISCAL  OUTLOOK  FOR  STATE  GOVERNMENT  IN  NORTH  CAROLINA 


North  Carolina’s  long  period  of  economic  pros- 
perity notwithstanding,  and  the  well  deserved  and 
long  standing  national  reputation  for  responsible 
government  again  notwithstanding,  if  we  look 
closely  at  the  current  relationship  between  revenue 
and  expenditure  trends.  State  government  in  North 
Carolina  will  likely  continue  to  face  severe  and 
critical  budgetary  challenges  for  the  future. 


What  has  gone  wrong  in  State  government  in  re- 
cent years?  What,  truly,  is  the  state  of  the  State’s 
financial  balance  sheet?  Will  the  tax  increases  and 
budget  reductions  enacted  by  the  1991  General 
Assembly,  as  part  of  the  budgetary  rescue  package, 
serve  to  avoid  wrenching  disruptions  in  the  State’s 
economic  progress  and  in  the  State-provided  public 
service  initiatives  which  have  been  traditional  to 
North  Carolina?  What  are  the  strengths  and 
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weaknesses  of  the  State’s  economy?  How  adequate 
is  the  system  of  governance  and  budgetary  controls 
at  the  State  level?  In  good  times  and  bad,  has  the 
State  positioned  itself  to  maintain  its  “structural 
balance”  and  thus  preserve  its  long-term  program 
commitments  — by  creating  “rainy-day”  reserves 
in  prosperous  times  and  by  avoiding  critical  budget 
reductions  during  and  in  the  face  of  sharp  and 
serious  economic  contractions? 

The  Constitutional  mandate  for  a balanced 
budget  is  an  important  factor  in  the  financial 
history  of  North  Carolina.  In  prosperous  times,  the 
existence  of  the  mandate  generally  has  gone  un- 
noticed and  has  had  little  impact  on  the  State’s 
year-to-year  budgetary  practices;  however,  in  times 
when  revenue  shortfalls  are  commonplace,  as  in  re- 
cent years,  its  existence  has  been  both  meaningful 
and  helpful.  In  hindsight,  the  mandate  might  have 
expressly  required  a balanced  budget  “according 
to  generally  accepted  accounting  principles.”  To 
have  done  so,  would  have  prohibited  the  ques- 
tionable acts  utilized  during  the  last  two  legislative 
sessions  to  manipulate  the  State’s  budget,  most  of 
which  dealt  with  measures  embracing  cash  basis 
accounting  techniques  versus  the  more  appropriate 
and  preferred  accrual  accounting  practices.  Also, 
in  hindsight,  the  Constitution  might  have  provided, 
in  substance,  that  “if  the  budget  for  the  ensuing 
fiscal  period  is  not  adopted  by  the  end  of  the  cur- 
rent fiscal  year,  the  authorized  expenditures  and 
taxes  continue  at  the  rates  established  for  the  fiscal 
year  that  is  ending.” 

Notwithstanding  these  seemingly  critical  obser- 
vations, the  important  facts  are  that  by  all  the  stan- 
dard objective  criteria,  North  Carolina’s  fiscal  per- 
formance over  the  past  60  years  has  been  ex- 
emplary. Every  fiscal  period  has  begun  with  a 
budget  that  was  balanced  prospectively  and  every 
fiscal  period  has  been  closed  with  the  budget  in 
balance.  The  State’s  fiscal  reporting  and  cash 
management  practices  also  have  been  exemplary. 

The  North  Carolina  Economy — Its  Implications: 

Obviously,  and  ideally.  State  government  should 
act  as  a stabilizing  but  not  a controlling  force  in 
the  State’s  economy.  How  this  can  be  done  in  the 
face  of  significant  budget  shortfalls  — which  at 
times  may  call  for  major  tax  increases  and  budget 
reductions  — serves  to  emphasize  the  importance 


of  planning  and  providing  for  the  so-called  struc- 
tural balance  in  the  State’s  fiscal  policy.  The  cur- 
rent and  immediate  challenges  in  State  government 
include,  among  others,  the  need  to  identify  and 
quantify  program  costs  prospectively  over  a long 
period  of  time;  the  need  to  weigh  their  impact  on 
the  State’s  economy;  and,  the  need  to  identify  the 
economic  and  fiscal  trends  that  might  well  deter- 
mine the  State’s  future. 

In  assessing  the  State’s  overall  economy,  it  is  fair 
to  assume  that  each  region  of  the  State  is  partic- 
ularly suited,  by  nature  or  by  history,  to  produce 
certain  types  of  goods  and  services.  The  nature  of 
these  regional  advantages  can  change  over  time, 
but  they  do  so  gradually.  The  task  is  to  determine 
the  respective  comparative  advantages  that  may 
currently  exist  for  the  geographic  regions  and  for 
the  State  as  a whole.  Are  these  comparative  advan- 
tages diminishing  or  are  they  becoming  more  pro- 
nounced? What  is  the  nature  of  the  demand  for  the 
goods  and  services  for  which  North  Carolina  has 
a comparative  advantage?  Are  new  comparative 
advantages  evolving?  And,  finally,  how  likely  are 
these  advantages  to  change  (i.e.,  leave  North 
Carolina)  if  taxes  are  increased  or  if  public  services 
are  reduced? 

In  some  parts  of  the  State,  the  economy  has 
adversely  impacted  private  sector  employment.  As 
a consequence,  the  decline  in  economic  activity  has 
contributed  to  the  shortfall  in  the  State’s  tax 
revenues  relative  to  what  had  been  expected.  Thus, 
in  the  simplest  terms.  State  government  has  been 
forced  to  choose  among  a mix  of  temporary 
measures  — across  the  board  reductions  in  author- 
ized legislative  appropriations,  employment  freezes, 
delayed  capital  improvements  and  reduced 
employer-paid  pension  fund  contributions,  among 
others  — and  more  permanent  fiscal  policy  shifts, 
such  as  downsizing  State  government  through 
employee  position  eliminations,  program  reduc- 
tions and  even  tax  increases.  The  task  has  not  been 
easy  for  the  Governor,  as  director  of  the  budget, 
or  for  the  General  Assembly. 

The  significance  of  the  questions  about  the  State’s 
economy  involves,  in  many  instances,  the  relation- 
ship between  public  sector  finances  and  private  sec- 
tor performance.  But,  given  the  importance  of  this 
relationship,  we  might  conclude  for  the  moment 
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that,  all  else  being  equal,  higher  taxes  are  bad  for 
the  State’s  economy  and  that,  all  else  being  equal, 
better  public  services  are  good  for  the  economy.  An 
equally  obvious  conclusion,  we  suppose,  is  that 
improvements  in  public  sector  productivity  and 
achievement  — which  permit  lower  taxes  and  bet- 
ter public  services  — are  unequivocally  good  and 
are  worthy  goals  for  State  government.  The  lesson 
is,  you  can  save  money  and  provide  important 
public  services  at  the  same  time.  It’s  a symbolism 
worth  pursuing  and  celebrating. 

The  System  of  Governance  in  State  Government: 

Are  the  Hens  in  Charge  of  the  Henhouse?  The  ever- 
increasing  complexities  of  government  — and  now 
the  dominance  of  government  in  the  day-to-day  af- 
fairs of  the  citizenry  — have  combined  to  build  and 
seemingly  perpetuate  government  bureaucracy 
beyond  the  comprehension  of  an  inquiring  person. 
In  the  legislative  branch  of  government,  who  ac- 
tually conceives  and  formulates  the  laws  ultimately 
enacted?  Is  it  the  elected  legislators  or  is  it  the  bat- 
tery of  full-time  staff  assistants?  Does  the  legislative 
involvement  go  beyond  policy-making  — with 
added  costs  to  the  State’s  taxpayers?  In  the  executive 
branch  of  government,  who  gives  direction  to  and 
administers  the  functional  programs  intended  and 
designed  for  the  people?  Is  it  the  elected  officials 
and  the  appointed  agency  heads  or  is  it  the  bevy 
of  self-perpetuating,  bureaucratic  deputy  assistants 
who,  in  some  instances,  often  create  ways  to  justify 


their  existence?  If  the  answers  to  these  questions 
are  self-evident,  is  it  in  fact  because  we  have  created 
a system  of  governance  akin  to  putting  the  hens  in 
charge  of  the  henhouse? 

Here  is  the  scenario,  according  to  the  old 
gentleman  (turned  wealthy)  farmer:  the  hens  in- 
evitably begin  complaining  about  the  lights  that 
drive  them  to  lay  eggs  all  night  long,  and  begin 
agitating  for  some  time  off  and  for  more  comfor- 
table nests  and  less  crowded  working  conditions. 
Soon  the  hens,  through  their  “spokehens,”  make 
pointed  comparisons  with  conditions  in  the  turkey, 
dairy  and  beef  industries.  The  result  — as  you 
might  expect  — is  likely  to  be  a much  more  com- 
fortable life  for  the  hens,  but  a decisive  drop  in  egg 
production.  In  the  end,  putting  the  hens  in  charge 
may  be  worse  than  worrying  about  the  proverbial 
fox.  Preposterous?  Not  if  we  look  at  the  continuous 
growth  in  the  number  of  public  sector  employees, 
and  particularly  if  we  look  at  public  school  ad- 
ministrators who  were  at  one  time  classroom 
teachers.  Are  we  to  conclude  that  a capable 
classroom  teacher  will  automatically  succeed  as  a 
school  administrator?  It  is  because  of  the  system 
of  governance,  say  the  critics,  that  the  results  are 
predictable;  suggesting  that  government  (and  the 
schools  in  particular)  are  often  run  for  the  benefit 
of  the  government  workers  (and  the  school  person- 
nel) rather  than  the  community  of  people  (and  the 
school  children). 


MAINTAINING  THE  PUBLIC  CONFIDENCE  IN  GOVERNMENT 


A recent  issue  of  Forbes  magazine  gave  front 
page  coverage  to  the  problems  of  today’s  public  sec- 
tor budgets.  They  noted  with  alarm  the  fact  that 
governmental  “Services  Sag”  and  “Budgets  Soar.” 
Unfortunately  and  quite  erroneously,  we  think, 
they  endeavored  to  explain  “How  the  public  sec- 
tor employee  unions  are  holding  taxpayers  to  ran- 
som.” 

To  be  sure,  we  in  North  Carolina  continue  to 
have  serious  budget  problems.  The  problems  are 
significant  and  they  are  real;  and,  of  course,  it’s 
time  for  some  major  decisions  — decisions  involving 
budget  reform;  a major  overhaul  of  State  govern- 
ment and  the  reorganization  of  State  agencies; 


and,  an  indepth  evaluation  of  intergovernmental 
relations  between  the  State  and  its  counties  and 
cities. 

Where  is  the  get-tough  attitude  to  come  from? 
Without  question,  unless  some  dramatic  and 
drastic  actions  are  taken,  a collision  course  is 
ahead:  taxes  vs.  government  spending  and  public 
service  programs  vs.  management.  In  North 
Carolina,  we  can’t  blame  our  problems  on  the 
employee  unions.  State  and  local  government 
employees  do  not  initiate  the  direction  of 
government;  they  follow  the  leadership  of 
management. 
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The  good  news/bad  news  scenario  is  simply  this: 
the  good  news  is  that  there  are  identifiable  solu- 
tions within  our  grasp  — with  a few  changes  in  the 
law  and  with  improved  management;  the  bad  news 
is  the  fear  that  across-the-board  budget  reductions 
will  continue  to  be  ordered  and  taxes  will  be 
increased,  thus  passing  over  an  opportunity  to 
address  the  real  organizational  and  budgetary  prob- 
lems in  State  and  local  government  in  North 
Carolina. 

Have  State  and  local  government  services 
deteriorated  in  recent  years?  The  answer  is  prob- 
ably “no.”  Are  these  services  likely  to  deteriorate 
in  the  future?  Probably  “yes”  because  of  the 
tendency  to  use  unplanned  and  unstructured 
budget  reductions  which  are  not  designed  to  get 
at  the  root  cause  of  the  budget  excesses;  meaning 
that  because  fewer  dollars  are  allotted  to  unreduced 
programs  (i.e.  no  program  modification  or 
prioritization),  we  think  it  is  inevitable  that  the 
quality  of  services  will  ultimately  diminish.  The 
employee  organizations  (while  not  unionized)  sense 
the  direction  of  the  situation  and  they  make  their 
appeal  to  the  General  Assembly  and  the  public 
through  the  news  media.  They  warn  about  the  con- 
sequences of  staff  cuts;  but,  they  have  little  to  say 
about  top-heavy  staffing.  Nationwide,  since  1980, 
the  number  of  workers  on  state  payrolls  has  grown 
twice  as  fast  as  the  nation’s  population.  In  North 
Carolina  the  population  increase  has  been  12  % . 
Yet,  the  State’s  General  Fund  budget  has  increased 
more  than  100% . 

We  know,  of  course,  that  in  the  public  sector  the 
bargaining  for  new  and  expanded  governmental 
service  programs  is  extremely  political.  Say  the 
experts:  there  is  no  competition,  no  countervailing 
force,  as  there  is  in  private  industry.  Logically,  in- 
dustry has  to  compete  and  government  does  not. 

If  adequate  funds  are  not  made  available  for 
essential  services,  it  is  more  than  likely  that  most 
if  not  all  of  the  retained  programs  (the  essential  and 
the  not-so-essential  programs)  will  suffer.  While  the 
cake  baking  lessons  in  the  community  colleges  are 
not  at  the  top  of  most  people’s  educational 
priorities,  the  question  is  why  should  spending 
restraints  cut  into  genuine  and  basic  teaching  pro- 
grams, as  opposed  to  extraneous  curricula  and 
supervisory  bloat?  It  is  now  that  these  choices 


should  be  made  — and,  to  the  reasonable  satisfac- 
tion of  the  taxpaying  public.  Why  is  it  that  spending 
for  education  is  mushrooming  and  yet  the  kids  in 
our  public  schools  can’t  read  properly?  Are  we 
doing  less  with  more  money  and  more  people? 

Have  the  public  schools  done  their  job  properly 
in  recent  years?  Clearly,  they  have  not.  And,  yet, 
even  though  teachers’  wages  have  been  climbing, 
it  is  argued  that  public  school  teachers  are  now 
drawn  from  the  lower  ranks  of  college  graduates, 
primarily  because  of  the  perceived  low  pay  and, 
of  equal  importance,  the  perceived  lower  status  of 
the  job.  In  this  instance,  it  is  the  perception  that 
is  permitted  to  prevail  and  thus  influences  the 
thinking  of  the  prospective  classroom  teachers. 
Could  it  be  that  this  is  what  the  teachers’  organiza- 
tions and  their  management  have  strived  for  — at 
the  expense  of  taxpayer  confidence?  Quite  ob- 
viously, if  fair  wages  were  the  only  issue,  the  public 
would  have  scant  cause  to  complain. 

The  real  issue  for  the  General  Assembly  becomes 
rather  clear:  the  effectiveness  and  the  efficiency  of 
the  State’s  public  agencies  and  institutions.  It’s  also 
an  issue  for  the  taxpayers  to  worry  about  — but, 
the  average  taxpayer,  unlike  the  consumer  of 
private  goods  and  services,  cannot  take  his  business 
elsewhere.  The  taxpayer  must  depend  upon  the 
leadership  in  government,  through  the  watchful 
eyes  of  the  General  Assembly,  to  keep  and  main- 
tain control  of  the  workplace  itself.  Otherwise,  the 
supervisory  staffs  of  government  will  grow  and  pro- 
liferate, while  the  number  of  people  teaching  and 
maintaining  law  and  order  stays  stagnant  or 
actually  declines.  While  we  in  North  Carolina  can 
not  claim  that  we  are  on  the  cutting  edge  when  it 
comes  to  teachers’  salaries  and  working  conditions, 
neither  can  we  claim  that  we  are  on  the  leading 
edge  of  educational  reform;  and,  thus  improving 
the  educational  achievement  of  our  youngsters. 

Why  don’t  elected  officials,  who  are  supposed 
to  represent  the  taxpayers,  put  a stop  to  the 
escalating  costs  of  government?  The  answer,  in 
large  part,  is  because  when  they  attempt  to  reduce 
budgets  and  cut  employee  positions,  the  taxpayers 
are  normally  not  present  to  support  the  elected  of- 
ficials. Oftentimes  the  perceived  gains  in  budget 
reductions  are  temporary  and  are  no  more  than  the 
postponement  of  costs  until  future  years. 
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In  this  day  and  time,  is  there  no  limit  to  the 
growth  in  government  spending?  In  the  future,  can 
we  expect  to  get  money  from  a stone,  or  from  a 
bankrupt  government?  Nationally,  we  may  be  in 
the  process  of  finding  out.  In  private  industry,  an 
airline  can  be  driven  out  of  business  (because  of 
escalating  costs) , but  a state  government  must  stum- 
ble along,  even  at  the  price  of  mortgaging  the 
future  (by  letting  future  elected  officials  and  voters 
worry  about  the  schools  and  other  important  con- 
cerns such  as  the  environment).  The  fiscal  integ- 
rity of  the  State  and  the  units  of  local  government 
in  North  Carolina  seem  to  mean  little  or  nothing 
to  those  who  perpetrate  or  permit  wasteful  spend- 
ing in  government. 

Is  this  not  an  opportune  time  for  the  State’s  deci- 
sion makers  to  make  critical  decisions  about  the 
future  of  State  government?  Isn’t  it  an  opportune 
time  for  the  management  of  State  and  local  govern- 
ment to  step  forward  and  tilt  the  direction  of 
governmental  services  more  toward  the  public’s 
interest,  so  that  the  public  will  receive  value  for 
taxes  paid? 


Other  things  being  equal  and  remaining  the 
same,  higher  taxes  will  not  solve  the  problems  of 
government.  Voters  are  telling  their  elected  officials 
that  taxes  are  already  too  high.  Nor  are  unilateral 
cuts  in  departmental  budgets  the  solution.  Instead, 
governments  at  all  levels  must  stop  being  patsies 
to  the  wants  of  the  special  interests,  to  the  further 
and  unreasonable  growth  in  non-essential  and 
highly  subsidized  public  service  programs,  and  to 
the  wasteful  and  inefficient  work  practices  that  are 
destroying  the  programs  and  services  which  are  to 
be  retained  as  essential  to  the  good  of  the  State  and 
nation. 

Again,  and  to  repeat,  the  will  to  resolve  the 
State’s  lurking  budget  problem  is  admittedly 
political  — and,  therefore,  the  winning  and 
prevailing  voices  must  come  from  those  who  have 
a hand  in  prescribing  the  services  to  be  provided 
and  those  who  also  underwrite  their  share  of  the 
associated  costs.  The  General  Assembly,  then,  is  the 
forum  for  these  countervailing  forces.  This  is  as  it 
should  be! 


THE  TEMPTATION  TO  TAP  PUBLIC  PENSION  FUNDS 
FOR  STATE  BUDGET  PURPOSES 


In  North  Carolina?  Don’t  you  believe  it. 

In  some  states,  the  temptation  may  be  there,  but 
in  North  Carolina  the  two  major  State-administered 
public  employee  pension  funds  are  safe-guarded  by 
the  Constitution  to  the  extent  that  they  may  be  used 
only  to  pay  promised  benefits  to  eligible  employees. 
Read  the  words  of  the  North  Carolina  Constitution: 

“Neither  the  General  Assembly  nor  any  public 
officer,  employee,  or  agency  shall  use  or  authorize 
to  be  used  any  part  of  the  funds  of  the  Teachers’ 
and  State  Employees’  Retirement  System  or  the 
Local  Governmental  Employees’  Retirement 
System  for  any  purpose  other  than  retirement 
system  benefits  and  purpose,  administrative  ex- 
penses, and  refunds;  except  that  retirement  system 
funds  may  be  invested  as  authorized  by  law,  sub- 
ject to  the  investment  limitation  that  the  funds  of 
the  Teachers’  and  State  Employees’  Retirement 
System  and  the  Local  Governmental  Employees’ 


Retirement  System  shall  not  be  applied,  diverted, 
loaned  to,  or  used  by  the  State,  any  State  agency, 
State  officer,  public  officer,  or  public  employee.” 
Article  V,  Section  6 (2). 

It’s  true  enough  that  some  states  have  been  hard 
pressed  for  budgetary  relief  and  have  resorted  to 
pension  fund  cutbacks  that  could  conceivably  jeop- 
ardize the  soundness  of  their  employees’  pension 
plans.  It  is  true,  too,  that  many  states  are  reducing 
their  pension  fund  contributions  by  fiddling  with 
actuarial  assumptions,  by  instituting  contribution 
deferrals,  by  benefit  cutbacks  and  by  changes  in 
funding  concepts.  In  these  instances,  they  say,  it’s 
a political  reality  — the  states  need  money  and 
they’re  going  to  look  at  all  of  their  spending 
options,  including  pension  fund  contributions.  The 
real  fear,  however,  is  that  some  may  go  overboard 
in  paring  back  their  pension  fund  contributions 
and  thus  end  up  being  sorry  because  sooner  or 
later  these  states,  by  necessity,  will  have  to  bring 
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their  annual  contributions  back  to  a more  realistic 
and  appropriate  level. 

Fortunately,  the  trend  across  the  nation  in  re- 
cent years  has  been  adequate  funding,  not  under- 
funding,  thanks  in  part  to  the  strong  securities 
market  and  a buoyant  national  economy.  At  the 
same  time,  however,  with  pension  fund  assets 
ballooning,  improvements  in  benefits  followed, 
with  such  things  as  faster  vesting  periods,  automatic 
cost-of-living  adjustments,  early  retirement  provi- 
sions, and  generous  increases  in  promised  benefits. 

Now,  with  falling  revenues  and  higher  costs  for 
the  functional  programs  of  government,  it’s  not  sur- 
prising that  the  squeeze  play  is  on.  The  sheer  size 
of  these  funds  is  one  factor  and  another  is  the  fact 
that  the  pension  funds  are  among  the  few  public- 
sector  domains  that  are  not  currently  swimming  in 
red  ink.  It  happened  first  in  the  private  sector, 
when  private  employers  began  to  use  their  pension 
funds  as  tools  of  finance.  It  is  only  logical  in  to- 
day’s environment  that  public  officials  are  more 
willing  to  pursue  similar  resource  strategies  with 
the  publicly-funded  plans. 

Has  North  Carolina  actually  dipped  into  its 
employee  pension  funds  as  a means  of  coping  with 
its  budgetary  problems?  Has  North  Carolina 
changed  the  actuarial  assumptions  (to  assume 
higher  investment  earnings,  for  example)  in  order 
to  reduce  the  State’s  annual  contributions  to  the 
pension  funds?  Has  North  Carolina  reduced  retire- 
ment benefits,  either  prospectively  or  retroactively? 
Are  the  State-provided  pension  benefits,  including 
the  likelihood  of  cost-of-living  increases,  at  all  in 
jeopardy?  And,  finally,  has  anything  changed 
recently  about  the  State’s  funding  practices  that 
would  undermine  the  financial  soundness  of  the 
public  employee  retirement  systems  in  North 
Carolina? 


The  answer  to  each  of  the  questions  in  the 
preceding  paragraph  is  an  emphatic  “No.”  Tragic 
as  the  national  situation  may  appear,  the  State  ad- 
ministered retirement  plans  in  North  Carolina  are 
extremely  sound  and  stable  according  to  all  known 
fiduciary  standards.  To  illustrate,  at  June  30, 1991, 
the  Teachers’  and  State  Employees’  Retirement 
System  had  more  than  $14.8  billion  in  assets, 
backed  with  blue-chip  investment  grade  securities, 
representing  some  95  % of  the  $15.5  billion  in  pen- 
sion liabilities.  These  assets  are  further  supported 
by  the  financial  strength  of  the  State  of  North 
Carolina  — since  the  State-provided  plans  are 
“defined  benefit”  plans,  wherein  the  promised 
benefits  are  expressly  stated  and  are  payable  to  the 
member-participants  when  due  without  regard  to 
the  adequacy  of  current  funding  or  the  funding 
status  of  the  respective  plans. 

There  have  been  no  proposals  by  anyone  to  “dip” 
into  the  trust  fund  assets  of  the  State’s  retirement 
plans.  Similarly,  there  have  been  no  proposals  to 
reduce  or  withhold  State  appropriations  below  the 
amounts  certified  by  the  State’s  independent  con- 
sulting actuary  as  necessary  to  maintain  an 
aggressively  funded  retirement  program  for 
Teachers  and  State  employees.  The  reductions  and 
withholdings  proposed  and  implemented  in  the 
legislation  enacted  in  1991  involved  only  the  “ex- 
cess” funds  that  would  have  been  accumulated  had 
the  higher  rate  of  employer  contributions  been  con- 
tinued. Or,  said  another  way,  the  General 
Assembly’s  actions  were  entirely  consistent  with  its 
actions  of  prior  years,  following  the  findings  and 
recommendations  of  the  consulting  actuary.  To 
have  done  otherwise  would  have  imposed  an  un- 
necessary burden  on  the  taxpayers  of  North 
Carolina. 


PUBLIC  EMPLOYEE/RETIREE  MEDICAL  BENEFITS 


The  growth  in  the  number  of  public  employees 
and  retirees,  runaway  medical  costs,  and  the 
absence  of  actuarial  funding  of  retiree  medical 
benefits,  will  soon  result  in  public-sector  obligations 
that  could  easily  dwarf  the  unfunded  liabilities  of 


the  public-provided  pension  and  retirement  plans. 
For  North  Carolina,  the  concerns  for  these  major 
but  little-understood  obligations  include,  among 
others,  the  State’s  affordability  of  retiree  medical 
benefits,  their  design,  their  historical  funding,  and 
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the  State’s  right  to  modify  the  benefit  structure  ac- 
cording to  its  financial  capacity  for  future  funding. 

In  the  private  sector,  the  new  accounting  stan- 
dards that  require  private  employers  to  accrue  the 
cost  of  retiree  medical  benefits  during  the 
employees’  years  of  service  (instead  of  expensing  as 
incurred  during  retirement  — the  prevalent  prac- 
tice) are  viewed  as  a “hidden  time  bomb.”  Un- 


doubtedly, the  State’s  “obligation”  (if  indeed  there 
is  a continuing  obligation)  to  provide  postretire- 
ment medical  benefits  may  well  be  the  State’s  single 
greatest  (now  undisclosed)  liability.  The  issues,  at 
this  time,  are  two-fold:  Should  (and  can)  the  benefit 
structure  be  redesigned  to  moderate  costs?  And, 
how  should  the  benefits  provided  be  currently 
funded?  Now  is  the  time  to  decide  both  questions. 


With  National  and  North  Carolina  implications  . . . 

THE  FOUR  DEFICITS 


The  25-year  history  of  uninterrupted  U.S. 
government  budget  deficits  — the  lingering  and 
bewildering  U.S.  trade  deficits  — the  emerging 
nationwide  state  and  local  government  deficits  — 
and,  America’s  crumbling  infrastructure  — all 
combine  to  significantly  detract  from  the  nation’s 
economic  strength. 

As  troublesome  as  these  problems  may  seem,  col- 
lectively we  have  participated  in  and  enjoyed  the 
frills  of  their  creation  and  now  it’s  up  to  us,  again 
collectively,  to  resolve  them;  otherwise,  they  can 
only  get  worse.  They  are  problems  of  society  and 
society  must  speak  out  with  a sense  of  urgency  to 
the  leaders  of  business  and  government  in  all  sec- 
tors and  at  all  levels.  The  long-term  decline  in  in- 
frastructure spending  may  be  as  damaging  to  our 
nation’s  economic  future  as  the  budget  and  trade 
deficits  themselves. 

American  society’s  ability  to  successfully  meet  a 
number  of  pressing  problems  — such  as 
environmental  deterioration,  declining  com- 
petitiveness in  the  international  economic  arena, 
and  the  burden  of  an  aging  work  force  approaching 
its  retirement  years  — will  depend  on  a strong  and 
steady  performance  by  the  national  economy. 

A strong  growth  rate  in  economic  productivity 
is  a necessary  precondition  for  innovative  and 
responsive  public  policies.  And,  the  key  to  produc- 
tivity growth  is  investment  — both  in  physical 
capital  such  as  machines  and  factories  and  in 
knowledge  achieved  by  spending  on  research  and 
development,  education  and  training. 


Because  the  nation’s  core  infrastructure  — 
highways,  bridges,  airports,  mass  transit,  water 
and  sewer  systems,  waste  disposal  facilities  and 
other  public  facilities  — forms  a crucial  founda- 
tion for  the  national  economy,  the  dramatic  falloff 
in  infrastructure  spending  not  only  has  detracted 
from  this  country’s  economic  strength,  but  the 
falloff  is  now  detracting  from  our  nation’s  ability 
to  address  many  of  its  current  social  and  en- 
vironmental problems.  Therefore,  even  though  it 
might  seem  that  because  of  current  budget  prob- 
lems — national  and  state  — we  can’t  afford  to 
make  the  necessary  and  substantial  investments  in 
the  infrastructure,  the  fact  is  that  we,  in  truth,  can- 
not afford  not  to  invest  in  the  public  facilities  that 
dramatically  affect  our  economy. 

An  increase  in  spending  on  highways  not  only 
boosts  employment  in  the  construction  industry  but 
also,  in  other  industries  as  well,  as  construction 
workers  spend  their  wages  in  goods  and  services. 
In  a New  Jersey  study,  for  example,  it  was  esti- 
mated that  each  $100  million  of  additional  highway 
spending  would  generate  a total  of  2,500  extra  jobs 
and  some  $136  million  worth  of  added  goods  and 
services.  Specifically,  it  can  be  argued  that  the  in- 
vestment in  public  capital  is  an  intermediate  in- 
put to  the  production  process.  By  interacting  in  a 
complementary  fashion  with  private  labor  and 
capital,  it  renders  private-sector  production  more 
profitable  and  more  efficient. 

North  Carolina’s  (1949)  secondary  road  program 
— at  the  time  labeled  “farm-to-market”  roads  — 
has,  unquestionably,  improved  industry’s  access  to 
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labor.  In  today’s  efforts  for  production  efficiencies, 
a good  and  well-maintained  surface  transportation 
network  effectively  lets  an  employer  reach  further 
out  into  the  labor  pool  which  also  results  in  better 
matches  between  jobs  and  workers’  skills. 

The  recent  trends  away  from  public  in- 
frastrucure  spending  — having  peaked  at  nearly 
5 % of  gross  national  output  in  the  late  1960’s  and 
then  slid  to  a low  of  about  2 % during  the  1980’s 
— have  broken  the  virtuous  cycle  of  investment  and 
productivity  growth  and  is,  therefore,  a critical  fac- 
tor behind  some  of  our  nation’s  long-term  economic 
ills  — our  overall  failure  to  invest  adequately  in 
our  future,  and  our  sluggish  productivity  growth. 
Indeed,  the  current  estimates  suggest  that  at  least 
15%  of  the  falloff  in  our  nation’s  productivity 
growth  in  recent  decades  can  be  attributed  to  the 
continued  neglect  of  the  U.S.  infrastructure. 

Clearly,  the  facts  suggest  that  this  country  should 
significantly  increase  its  infrastructure  spending, 
focusing  particularly  on  transportation,  both  sur- 
face and  air.  Yet  in  this  day  of  fiscal  distress,  it 


becomes  necessary  to  couple  advocacy  for  increased 
spending  with  some  plan  for  generating  the  re- 
quired resources  for  financing  the  needed  facilities, 
possibly  through  public-private  partnerships. 

The  question  ultimately  turns  on  how  our 
governments  choose  to  allocate  their  spending. 
While  the  concern  for  budget  deficits  is  important 
and  appropriate,  from  a long-term  perspective, 
these  operational  deficits  may  be  more  of  a symp- 
tom than  a cause.  Governments’  investment  in  the 
public  infrastructure  is  productive  — because 
slower  growth  in  productivity  translates  into  slower 
growth  in  per  capita  output  and  in  tax  revenues, 
which  in  turn  makes  dealing  with  our  critical  na- 
tional fiscal  and  trade  problems  increasingly  more 
difficult.  Said  another  way,  prolonged  inability  or 
unwillingness  of  government  to  provide  the  basic 
infrastructure-supported  functions  will  in  time  con- 
tribute to  the  public’s  disenchantment  with  govern- 
ment and  its  elected  representatives  and  ultimately 
to  the  increasing  opposition  to  taxes.  The  open 
secret:  the  quality  of  life  depends  greatly  upon  the 
physical  infrastructure  of  our  country. 


Effective  Corporate  Management  Equals  . . . 

LOYAL  SHAREHOLDERS  AND  STATEWIDE  BENEFITS 


If  any  one  term  best  describes  the  decade  of  the 
1980’s,  the  leveraged  buyout  (LBO)  certainly  ranks 
as  a top  candidate.  Companies  that  had  operated 
independently  for  years  suddenly  found  themselves 
being  acquired  by  entities  that  saw  more  value  in 
these  companies  than  was  being  reflected  in  the 
marketplace.  In  many  cases,  vast  sums  of  borrowed 
funds  were  used  to  facilitate  the  acquisition  and 
then  various  pieces  of  the  company  were  sold  off 
to  pay  down  debt.  The  result  was  a smaller  com- 
pany with  owners  who  had  pocketed  substantial 
sums  of  money  from  the  sale  of  the  various  com- 
pany components.  These  types  of  transactions 
caused  many  states  to  authorize  expanded  corporate 
governance  laws  making  it  increasingly  difficult  for 
an  outsider  to  acquire  a company.  The  philosophy 
behind  these  law  changes  was  to  keep  companies 
incorporated  in  the  state,  preserve  jobs,  and  keep 
the  state  economy  healthy. 


From  an  investor’s  standpoint,  one  has  to  ques- 
tion the  wisdom  behind  such  measures.  Stock- 
holders strive  to  own  companies  with  superior 
management,  consistent  earnings  growth,  and  a 
reputation  as  an  industry  leader.  If  management 
is  held  accountable  for  a company’s  performance, 
management  is  more  likely  to  operate  a company 
in  such  a manner  that  over  the  long-term  provides 
shareholders  with  satisfactory  returns.  Manage- 
ment will  also  develop  a shareholder  base  that 
understands  corporate  actions  deemed  necessary  to 
ensure  long-term  competitiveness  and  profitability. 
However,  some  companies  do  not  take  the  steps 
necessary  to  adapt  to  changes  in  the  marketplace. 
If  such  a company  is  sheltered  by  law  from  being 
acquired  by  an  outside  entity,  management  may 
become  less  aggressive  in  developing  business 
strategies  necessary  for  the  firm’s  long-term  sur- 
vival. As  a result,  anti-takeover  laws  in  some  states 
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may  result  in  lost  jobs,  lower  tax  revenue,  and 
reduced  opportunities  in  the  future.  Hence,  anti- 
takeover laws  aimed  at  preserving  jobs  may  in  time 
result  in  a reduction  in  the  work  force.  Also,  as 
noted,  tax  revenue  could  be  seriously  eroded  if 
facilities  are  relocated  to  areas  outside  of  the  state. 


Therefore,  the  states  should  be  focusing  on  laws 
which  promote  progressive  business  climates  and 
thus  retain  shareholders’  ability  to  unseat  manage- 
ment where  appropriate.  Chances  are  shareholders 
will  be  well  rewarded  and  the  state’s  economy  will 
benefit  substantially. 


THE  STATE’S  TRIPLE-A  CREDIT  RATING:  Current  Implications 


Background  and  History:  A Cherished  Treasure 

North  Carolina’s  Triple-A  national  credit  rating 
was  long  in  coming  — not  until  1960,  almost  thirty 
years  after  the  Great  Depression  — and  well  after 
the  General  Assembly  had  demonstrated  over  and 
over  its  commitment  and  dedication  to  the  concept 
of  a balanced  budget. 

The  Triple-A  rating  refers  to  the  bonds  (in- 
debtedness) of  a state  with  the  “best  quality,  carry- 
ing the  smallest  degree  of  investment  risk.”  The 
system  of  rating  is  applied  to  the  fiscal  history,  cur- 
rent financial  performance  and  economic  data  of 
each  state.  Many  of  the  factors  considered  revolve 
around  the  past:  the  State’s  debt  paying  ability, 
its  debt  trend  and  the  extent  of  the  taxing  power 
and  other  resources  behind  the  debt  outstanding. 
But  much  consideration  is  also  given  to  the  attitude 
and  character  of  its  people  and  their  insistence  upon 
accountability  in  government. 

The  history  of  the  public  debt  of  North  Carolina 
is  in  reality  a commentary  on  the  efforts  of  our 
General  Assemblies  through  the  years  to  provide 
essential  services  for  the  people,  such  as  schools, 
roads,  hospitals  and  clean  water;  but  it  also  attests 
to  the  fact  that  we  have  managed  our  debt  well, 
kept  a balanced  budget  and,  for  more  than  half  a 
century,  have  based  our  governmental  operations 
on  sound  business  principles. 

North  Carolina  indeed  has  risen  to  a position  of 
outstanding,  dynamic  leadership  but  with  this 
leadership  goes  responsibility.  Our  taxpayers  and 
our  bondholders  have  every  right  to  insist  upon 
management  of  the  “best  quality.” 

Quality  credit  ratings  are  difficult  to  establish, 
yet  very  easy  to  lose. 


Stability  goes  to  the  heart  of  character.  In  North 
Carolina,  we  have  made  a habit  of  good  govern- 
ment! The  past  speaks  well  for  North  Carolina: 

• North  Carolina  is  one  of  only  six  states  cur- 
rently enjoying  the  Triple-A  status  by  the  three 
national  rating  agencies  — Fitch,  Moody’s  and 
Standard  & Poor’s  — and  that’s  why  it’s  “a 
cherished  treasure.”  Read  the  list: 


California  North  Carolina 

Maryland  Utah 

Missouri  Virginia 

• North  Carolina’s  Triple-A  credit  rating  also  pro- 
vides the  prerequisite  for  the  prestigious  rating 
(by  at  least  one  national  service)  for  nine  units 
of  local  government  — more  by  far  than  any 
other  state.  In  fact,  counting  the  State  itself, 
roughly  25  % of  all  Triple- A’s  nationwide  are 
in  North  Carolina.  Read  the  list: 


Charlotte 

Durham 

Durham  County 

Greensboro 

Mecklenburg  County 

Raleigh 


Wake  County 
Winston-Salem 
Durham  and 
Wake  County 
Special  Airport 
District 


In  times  past,  when  bold  actions  were  necessary, 
the  Governor  and  the  General  Assembly  in  joint 
action  have  responded  to  the  challenges  of  the  day. 

Responsible  government  comes  from  bold  and 
assertive  leadership. 

In  North  Carolina,  leadership  is  a tradition. 
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Investment  and 
Banking  Division 


The  Investment  and  Banking  Division’s  functions  can 
be  categorized  into  two  major  areas  of  responsibility: 

1.  Acting  as  the  “State’s  Banker.” 

2.  Acting  as  the  “State’s  Chief  Investment  Officer.” 

The  Division  is  organized  into  two  sections  in  order 
to  carry  out  these  constitutional  and  statutory  functions. 
They  are  the  “Banking  Operations  Section”  and  the 
“Investment  Management  Section.”  Organizationally, 
this  enables  the  Division  to  perform  in  an  effective  and 
efficient  manner. 


Table  of  Organization 


C.  Douglas  Chappell 
Director 


Operational  Highlights 

• Assets  under  management  at  June  30,  1991,  amounted 
to  $21.5  billion,  based  on  book  value. 

• Earnings  on  all  funds  under  management  amounted 
to  approximately  $1.8  billion  for  a net  realized  return 
of  8.74%. 

• Assets  of  the  Retirement  Trust  Funds  were  approx- 
imately $18.4  billion  at  June  30, 1991,  having  produced 
a net  realized  return  of  8.81%. 


• Investment  earnings  for  the  retirement  funds  are 
greater  than  the  combined  employer  and  employee 
contributions. 

• The  Equity  Investment  Fund  exceeded  its  “total 
return”  benchmark  of  exceeding  the  return  of  the  S&P 
500  on  a trailing  thirty-six  (36)  month  time  period.  The 
Fund  posted  a 14.77%  total  return  versus  14.59%  for 
the  S&P  500. 

• The  volume  of  State  warrants  cleared  (processed) 
reached  an  all-time  high  of  18.2  million. 

• Over  200,000  bank  deposits  made  by  700  depositing 
agency  locations  were  processed  and  accounted  for. 

• Over  $1.5  billion  in  pay /benefits  were  paid  to  State 
employees  and  retirees  through  “direct  deposit.”  A study 
during  the  year  showed  a 72  % participation  rate  of  all 
eligible  recipients. 

• The  value  of  securities  pledged  to  the  State  Treasurer 
to  secure  public  deposits  in  North  Carolina  financial 
institutions  exceeded  $2  billion. 

The  Basic  Functions 

BANKING  OPERATIONS 

Acting  as  the  State’s  Banker 

The  General  Assembly  of  North  Carolina  has  provided 
a centralized  system  for  managing  the  flow  of  moneys 
collected  and  disbursed  by  all  State  departments,  agen- 
cies, institutions,  and  universities  (entities).  Rather  than 
each  of  these  entitites  having  an  account  with  a com- 
mercial bank,  they  maintain  accounts  with  the  State 
Treasurer.  The  State  Treasurer  in  turn  provides  each 
entity  the  same  service  that  a commercial  bank  would 
normally  provide.  This  system  assures  that  the  State  is 
the  prime  beneficiary  of  the  flow  of  its  funds  through 
the  commercial  banking  system  in  the  course  of  conduct- 
ing State  business. 

Receiving  State  Moneys  — All  revenues  collected  by 
a State  entity  on  behalf  of  the  State  must  be  deposited 
with  the  State  Treasurer’s  Office  for  credit  to  the  entity’s 
budget  code  account.  For  most  entities  located  in 
Raleigh,  deposits  are  made  directly  with  the  Investment 
and  Banking  Division’s  “teller  window”  located  in  the 
Albemarle  Building.  The  Division  processes  these 


Banking  Operations 
Section 


Investment  Management 
Section 
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deposits  by  preparing  qualified  “cash  letters”  to  be 
presented  to  corresponding  depository  banks  for  collec- 
tion. Checks  are  encoded  and  processed  on  an  IBM  3890 
Reader-sorter.  This  allows  the  Division  to  sort  the  checks 
according  to  their  routing-transit  numbers,  thereby 
allowing  presentment  of  most  of  the  items  to  banks 
which  can  give  same  day  availability.  This  in  essence 
is  better  than  a “lock  box”  arrangement  with  a bank, 
since  the  Division  can  obtain  same  day  availability  on 
more  items  than  a bank  could  obtain.  (Because  of  its 
volume  of  receipts,  the  Department  of  Revenue  utilizes 
similar  type  equipment  and  prepares  its  own  “cash  let- 
ters” for  presentment  to  the  corresponding  depository 
banks  as  arranged  by  the  State  Treasurer’s  Office.)  The 
same  results/benefits,  to  the  State’s  Cash  Management 
Program,  are  obtained  by  both  offices. 

For  entities  located  outside  of  Raleigh,  the  Division 
has  established  correspondent  depository  relationships 
with  various  banks  and  savings  institutions  in  order  for 
those  entities  to  have  a convenient  location  to  make  their 
deposits.  During  fiscal  year  1990-91  the  Division  pro- 
cessed and  accounted  for  over  200,000  deposits  made  by 
some  700  different  depositing  entities.  The  majority  of 
the  entities  deposit  into  a single  Raleigh  cash  concen- 
tration account  maintained  with  one  of  the  nine  bank- 
ing institutions  which  has  a State-wide  branch  network. 
This  minimizes  the  number  of  bank  accounts  needed  and 
allows  for  the  funds  deposited  to  be  concentrated  for  use 
by  the  Investment  Management  Section  as  soon  as  the 
moneys  become  “collected  funds”  (at  the  earliest  possi- 
ble moment). 

DEPOSITING  LOCATIONS 


BY  CATEGORY 

Drivers  License  Offices  168 

License  Plate  Agents  128 

Clerks  of  Court  100 

Community  Colleges  61 

DOT  Stations  46 

DHR  Hospitals  & Facilities  41 

State  Parks  & Forestry  Stations  34 

Universities  34 

Agricultural  Facilities  28 

Historical  Sites  17 

Other  43 


700 

Some  entities  are  not  located  near  a cash  concentra- 
tion bank  branch.  In  these  situations,  an  account  is 
established  with  a local  financial  institution  to  accept 
their  deposits.  Once  notified  of  the  deposit  of  funds  in- 
to one  of  the  local  depository  accounts,  the  Banking 
Operations  Section  initiates  Automated  Clearing  House 
(ACH)  debits  in  order  to  consolidate  the  funds  into  a 
Raleigh  bank  account.  At  fiscal  year  end,  there  were  47 
local  depository  relationships. 

Disbursing  State  Moneys  — North  Carolina  utilizes 
a warrant  system  to  disburse  funds.  In  order  for  a State 
entity  to  disburse  funds,  it  issues  warrants  (State  checks) 
against  a disbursing  account  maintained  with  the  State 
Treasurer,  made  payable  to  an  eligible  payee.  The  war- 


rants bear  the  State  Treasurer’s  unique  ABA  routing 
transit  number  and  are  payable  at  par  through  the 
Federal  Reserve  System.  Warrants  issued  by  the  various 
State  entities  are  deposited  by  the  recipients  into  the 
commercial  banking  system  and  are  ultimately  presented 
to  the  State  Treasurer’s  Office  for  payment.  Daily  war- 
rant clearings  are  accepted  from  the  Federal  Reserve 
Bank  as  well  as  from  the  State  Employees  Credit  Union 
and  nine  correspondent  banks  desiring  to  present  war- 
rants directly  to  the  State  Treasurer,  as  opposed  to 
“clearing”  these  items  through  the  Federal  Reserve 
System.  The  main  advantage  of  the  warrant  system  is 
that  the  banker’s  “float,”  and  the  earnings  thereon,  are 
captured  for  the  State. 

The  Division  provides  each  entity  a disbursing  ac- 
count. It  is  similar  to  a commercial  checking  account 
service  provided  by  the  banking  community  for  its 
customers.  The  Division  verifies  the  validity  of  warrants 
presented  against  each  entity’s  account  and  does  not  pay 
those  deemed  invalid.  Monthly  statements  are  rendered 
to  each  entity,  along  with  the  cancelled  warrants.  The 
Division  also  offers  a warrant  safekeeping  service  (non- 
return of  warrants)  and  magnetic  tapes  to  facilitate 
automated  account  reconciliation. 

Through  the  approximately  600  disbursing  accounts, 
some  18.2  million  warrants  were  processed  during  the 
fiscal  year.  This  represents  a 10%  increase  over  the  prior 
year’s  figure  of  16.4  million.  Most  of  the  increase  can 
be  attributed  to  the  number  of  warrants  issued  by  the 
Employment  Security  Commission,  which  experienced 
an  80%  increase.  Activity  associated  with  maintenance 
of  the  accounts  included  the  processing  of  1,638  alleged 
forgeries  and  28,742  stop  payments. 


Chart  1 
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Specialized  Banking  Services 

Certain  banking  services  provided  by  the  Division  are 
categorized  as  “specialized”  and  are  performed  by  a 
separate  unit  known  as  the  “Specialized  Banking  Ser- 
vices Unit.”  These  functions  include  investment  transac- 
tion processing,  collateralization  of  public  funds 
monitoring,  and  electronic  funds  transfer  (EFT)  services. 

Investment  Transactions  Processing  — One  of  the 
responsibilities  of  the  Unit  is  the  completion  of  all  in- 
vestment transactions  after  they  have  been  entered  into 
by  the  Investment  Management  Section,  which  entails 
consummating  the  receipt  and  delivery  of  securities  trad- 
ed versus  payment.  Associated  with  this  function  is  the 
timely  collection  of  all  interest  and  dividend  payments, 
as  well  as  all  maturing  securities.  In  order  to  take  ad- 
vantage of  the  modern  concepts  of  book-entry  and  cen- 
tral depositories,  the  custodian  functions  for  all  eligible 
securities  are  performed  through  contractual  ar- 
rangements by  the  Bank  of  New  York.  The  Bank  of  New 
York  utilizes  the  Depository  Trust  Company,  the  Par- 
ticipant Trust  Company,  and  the  Federal  Reserve  Bank 
book-entry  system . These  arrangements  enable  the  State 
to  participate  actively  in  the  securities  lending  market. 

Collateralization  of  Public  Deposits  — A major 
responsibility  of  the  Unit  is  the  monitoring  of  the  col- 
lateralization of  public  deposits  in  North  Carolina  banks 
and  savings  institutions  of  not  only  the  State  deposits, 
but  certain  of  the  local  governmental  unit’s  deposits  as 
well.  Collateralization  is  required  for  deposits  exceeding 
any  insurance  coverage  provided  by  the  Bank  Insurance 
Fund  (BIF)  in  the  case  of  banks,  or  by  the  Savings 
Associations  Insurance  Fund  (SAIF)  in  the  case  of  sav- 
ings institutions. 

At  June  30,  1991,  some  90  depositories  had  securities 
with  a total  market  value  in  excess  of  $2  billion  pledged 
to  the  State  Treasurer  through  21  different  escrow 
agents.  Sixty-two  of  these  depositories  were  “Option  2” 
institutions,  utilizing  a program  where  their  individual 
accounts  with  the  State  Treasurer  covered  the  deposits 
of  local  governmental  entities  across  the  State.  Of  the 
total  securities  pledged  at  June  30,  1991,  approximate- 
ly 25%  were  to  secure  State  deposits.  Because  of  the 
overall  (and  specific)  financial  deterioration  of  the  finan- 
cial industry  in  recent  years,  the  Unit  has  started 
monitoring  the  capital  adequacy  of  the  institutions 
which  are  required  to  provide  collateralization.  The 
capital  adequacy  of  a financial  institution  is  now  a com- 
ponent of  the  collateralization  monitoring  process. 

Electronic  Funds  Transfers  — The  collection  and 
remittance  of  funds  via  electronic  funds  transfer  (EFT) 
continues  to  play  a major  role  in  the  function  of  the  Divi- 
sion. Methods  of  EFT  utilized  include  Federal  Wire 
Transfer,  Automated  Clearing  House  (ACH)  credits, 
and  ACH  debits.  The  Division  funds  the  Direct  Deposit 
remittance  of  payroll  and  retirement  benefits  effected 
by  the  eight  State  payroll  centers  and  the  Retirement 
System.  Over  120,000  people  receive  their  monthly 
pay/benefits  through  direct  deposit,  amounting  to  more 
than  $1.5  billion  annually.  A study  during  the  year 
showed  that  72%  of  eligible  recipients  participate  in 
direct  deposit. 


Federal  funds  are  collected  via  Federal  wire  transfer 
and  ACH  credit.  “ACH  debits”  are  utilized  to  concen- 
trate funds  deposited  in  the  47  banks  that  are  not  a part 
of  the  already  established,  cash  concentration  system. 
Additionally,  ACH  debits  are  utilized  to  collect  interest 
due  on  certificates  of  deposit  and  savings  certificates 
from  80  banks  and  savings  institutions  across  the  State. 
Vendor  payments  via  “ACH  credit”  are  initiated  on 
behalf  of  the  North  Carolina  Housing  Finance  Agency 
and  the  Department  of  Economic  and  Community 
Development’s  Division  of  Employment  and  Training. 
These  tasks  are  performed  by  the  Division  through  the 
utilization  of  direct  communications  with  banks  utiliz- 
ing personal  computers. 

Payment  of  the  State’s  Debt  — The  Treasurer  is 
charged  with  the  responsibility  of  making  timely  pay- 
ment of  principal  and  interest  on  North  Carolina’s 
General  Obligation  debt,  a function  vital  to  the 
maintenance  of  the  State’s  “AAA”  rating.  The  Division 
arranges  to  have  “readily  available  funds”  in  the  hands 
of  the  paying-agent  banks  on  due  dates  via  EFT. 

Complete  information  as  to  amounts  of  principal  and 
interest  due,  by  issue,  is  furnished  by  the  State  and  Local 
Government  Finance  Division.  Through  these  ar- 
rangements, the  bondholders  have  access  to  their  money 
as  promised;  meanwhile,  the  funds  are  invested  for  the 
benefit  of  the  State  until  the  last  possible  moment. 

Cash  Flow  Calculations  — All  of  the  various  bank- 
ing functions  result  in  cash  flows  that  affect  the  bank 
balances  making  up  the  Treasurer’s  total  cash  position 
on  a daily  basis.  This  data  is  generated  daily  by  the 
Banking  Operations  Section  and  serves  as  the  base  for 
the  Division’s  investment  functions. 


INVESTMENT  MANAGEMENT 

Acting  as  the  State’s  Chief  Investment  Officer 

The  State  Treasurer  administers  the  State  Funds  Cash 
Management  and  Trust  Funds  Investment  Programs 
(hereinafter  generally  referred  to  as  the  “cash  manage- 
ment” and/or  “trust  funds  investment”  programs  respec- 
tively). As  such,  he  is  directed  to  “establish,  maintain, 
administer,  manage  and  operate”  investment  programs, 
pursuant  to  the  applicable  statutes,  for  all  funds  on 
deposit.  In  so  doing,  the  State  Treasurer  “shall  have  full 
power  as  a fiduciary”  and  shall  manage  the  investment 
programs  so  that  the  assets  “may  be  readily  converted 
into  cash  as  needed.” 

Chart  2 reflects  the  type  of  investments  owned  by 
funds  under  management. 
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Chart  2 

TYPE  OF  INVESTMENTS  OWNED  BY 
FUNDS  UNDER  MANAGEMENT 
At  June  30 


REAL  ESTATE 

CASH  VENTURE 

EQUIVALENTS  (1.0%)  CAPITAL 


General  Investment  Objective  — The  objective  for  all 
investment  programs  is  to  generate  maximum  income 
consistent  with  safety  of  principal.  Prudence  in  discharg- 
ing this  fiduciary  obligation  requires  that  all  investments 
be  reviewed  continuously,  so  that  opportunities  in  the 
secondary  markets  to  improve  the  quality  and/or  the  in- 
come stream  are  not  overlooked. 

Operating  Policy  — In  conducting  the  activities  of  the 
Investment  and  Banking  Division,  it  is  the  Treasurer’s 
policy  to  do  business  within  the  State  of  North  Carolina, 
whenever  it  can  be  done  at  no  disadvantage  to  the  Cash 
Management  or  the  Trust  Funds  Investment  Programs. 
As  an  example,  whenever  either  program  participates 
as  a buyer  in  an  underwriting  of  securities,  fixed-income, 
or  equity,  purchases  are  allocated  among  the  known  in- 
state participating  underwriters. 

State  Funds  Cash  Management  Program 

The  Division  computes  daily  the  excess  cash  which  is 
available  for  investment,  a figure  derived  from  the  end- 
ing balances  of  the  previous  day,  plus  or  minus  the  net 
difference  between  the  certified  deposits  and  the  disburs- 
ing warrants  for  the  current  day.  This  excess  cash  in  the 
State  Treasurer’s  central  clearing  accounts  is  then  in- 
vested in  short-term  securities  as  authorized  by  statute. 

Because  the  Treasurer’s  cash  balances  are  ultimately 
subject  to  disbursement  upon  presentation  of  valid  war- 
rants, the  primary  considerations  in  making  investments 


are  safety  and  liquidity;  the  secondary  consideration  is 
income.  The  invested  assets  of  the  Cash  Management 
Program  fluctuated  between  $2.8  billion  and  $3.5  billion 
during  the  fiscal  year.  Revenues  from  the  Cash  Manage- 
ment Program  were  approximately  $250  million  in  the 
fiscal  year  ended  June  30,  1991.  Of  this  total,  $117 
million  was  earned  for  the  General  and  Highway  Funds. 
This  brings  the  total  investment  earnings  for  these  funds 
to  $2.5  billion  since  the  inception  of  the  Cash  Manage- 
ment Program  in  1949.  Table  4 shows  the  earnings  for 
the  General  Fund  and  Highway  Funds  since  1949. 

As  part  of  the  Cash  Management  Program,  the 
Treasurer  may  invest  in  Certificates  of  Deposit  and 
Saving  Certificates  issued  by  North  Carolina  banks  and 
savings  and  loan  associations.  As  of  June  30,  1991,  $398 
million  was  invested  in  these  North  Carolina  financial 
institutions. 

The  Treasurer  sets  the  interest  rate,  which  by  State 
law  may  not  be  less  than  the  return  available  in  the 
market  on  U.S.  Government  and/or  Agency  securities 
of  comparable  maturity.  Current  practice  is  to  purchase 
such  certificates  with  a term  of  six  months,  and  to 
schedule  maturities  weekly,  in  order  to  afford  a measure 
of  liquidity.  Chart  3 indicates  the  fluctuation  in  interest 
rates  set  for  Certificates  of  Deposit  and  Saving  Cer- 
tificates during  the  fiscal  year. 

Chart  3 

INTEREST  RATES 
ON  CERTIFICATES  OF  DEPOSITS 
AND  SAVING  CERTIFICATES 
July  1,  1990  - June  30,  1991 


Rate  (%) 

Effective  Date 

Rate  (%) 

Effective  Date 

8 1/8 

06-06-90 

7 

01-09-91 

8 1/4 

07-11-90 

6 3/4 

01-16-91 

8 1/8 

07-18-90 

6 5/8 

01-30-91 

8 

07-25-90 

6 3/8 

02-06-91 

7 7/8 

08-01-90 

6 1/4 

02-13-91 

7 3/4 

08-08-90 

6 3/8 

02-27-91 

7 7/8 

08-22-90 

6 1/2 

03-06-91 

8 

08-29-90 

6 3/8 

03-20-91 

7 7/8 

09-26-90 

6 1/8 

04-10-91 

7 3/4 

10-10-90 

6 

05-01-91 

7 5/8 

11-07-90 

6 1/8 

05-08-91 

7 3/8 

12-12-90 

6 

05-15-91 

7 1/4 

12-19-90 

6 1/8 

06-11-91 

* Certificate  rates  ranged 

from  6.0%  to  8.25%. 

Certificates 

of  Deposit 

and  Saving  Certificates 

June  30,  1991 

June  30,  1990 

Certificates  Renewed 

301 

315 

New  Certificates  Issued 

49 

43 

Certificates  Paid  Off 

42 

47 

Face  Value  of  Certificates 

$398,486,000 

$317,386,000 

17 


Trust  Funds  Investment  Program 

The  Trust  Funds  are  composed  primarily  of  the 
holdings  of  four  Retirement  Systems,  the  two  largest  be- 
ing the  Teachers’  and  State  Employees’  Retirement 
System  and  the  Local  Governmental  Employees’  Retire- 
ment System.  Of  all  the  Trust  Fund  Assets  under 
management,  98%  belong  to  the  Retirement  Systems. 

The  Retirement  Systems’  investment  integrity  is  held 
inviolate  by  Article  V,  Section  6(2)  of  the  North  Carolina 
Constitution,  which  provides: 

“Neither  the  General  Assembly  nor  any  public 
officer,  employee,  or  agency  shall  use  or 
authorize  to  be  used  any  part  of  the  funds  of  the 
Teachers’  and  State  Employees’  Retirement 
System  or  the  Local  Governmental  Employees’ 
Retirement  System  for  any  purpose  other  than 
retirement  system  benefits  and  purposes,  ad- 
ministrative expenses,  and  refunds;  except  that 
retirement  system  funds  may  be  invested  as 
authorized  by  law,  subject  to  the  investment 
limitation  that  the  funds  of  the  Teachers’  and 
State  Employees’  Retirement  System  and  the 
Local  Governmental  Employees’  Retirement 
System  shall  not  be  applied,  diverted,  loaned  to, 
or  used  by  the  State,  any  State  agency,  State  of- 
ficer, public  officer,  or  public  employee.” 

In  addition  to  the  Trust  Funds  of  the  Retirement 
Systems,  numerous  other  Trust  Funds  are  managed,  in- 
cluding the  North  Carolina  Teachers’  and  State 
Employees’  Benefit  Trust,  the  North  Carolina  Employee 
Disability  Fund,  the  State  Treasurer’s  Escheat  Fund, 
various  Educational  Trust  Funds,  the  State  Property  Fire 
Insurance  Fund,  the  Workmen’s  Compensation  Fund, 
the  Insured  Student  Loan  Program,  and  the  Wildlife 
Endowment  Fund. 

Trust  Fund  assets  under  management  reached  a total 
of  $18.7  billion  on  June  30,  1991.  Approximately  $18.4 
billion  of  this  amount  belongs  to  the  Retirement  Systems. 

Charts  4 and  5 show  the  Invested  Funds  and  the 
Realized  Rate  of  Return  since  1987. 


TRUST  FUND  INVESTMENTS 
Invested  Funds  at  June  30 
($  in  Billions) 


Chart  4 


1987  1988  1989  1990  1991 


Chart  5 

TRUST  FUND  INVESTMENTS 
Realized  Rate  of  Return  at  June  30 
(Percentage) 


18 


Various  Investment  Pools 
The  investment  objectives  of  both  the  Gash  Manage- 
ment and  the  Trust  Funds  Programs  are  achieved 
through  participation  in  one  or  more  investment  funds 
or  “pools”  established  by  the  Treasurer  as  authorized  by 
State  law.  These  are: 

The  Liquid  Asset  Fund 
The  Short-term  Investment  Fund 
The  Long-term  Investment  Fund 
The  Equity  Investment  Fund 
The  Real  Estate  Investment  Fund 
The  Bond  Proceeds  Funds 
The  Venture  Capital  Investment  Fund 
The  Cash  Management  Program  participation  is 
limited  to  the  Short-term  Investment  Fund  while  the 
Trust  Funds  Investment  Program  participates  in  various 
investment  pools,  in  accordance  with  the  statutory 
authority  and  needs  of  the  individual  funds.  The  cost 
of  the  investment  management  function  is  shared 
equitably  in  the  ratio  of  each  fund’s  participation. 

Charts  6 and  7 illustrate  the  Distribution  of  Assets  by 
Investment  Fund  and  Distribution  of  Equity  by 
Participants. 

Chart  6 

DISTRIBUTION  OF  ASSETS 
BY  INVESTMENT  FUND 
At  June  30 


Chart  7 

DISTRIBUTION  OF  EQUITY 
BY  PARTICIPANTS 
At  June  30 


OTHER  FUNDS 
HIGHWAY  EARNING 
FUNDS  INTEREST  FOR 
GENERAL  GENERAL  FUND 


BOND 
PROCEEDS 
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VENTURE 


The  book  value  of  assets  under  management 
amounted  to  $21.5  billion  at  June  30,  1991.  The  assets 
generated  a net  realized  rate  of  return  of  8.74%  and  in- 
creased at  the  rate  of  $4  million  per  calendar  day  dur- 
ing the  fiscal  year. 

Assets  of  the  Retirement  Systems  form  the  greater  part 
of  the  funds  under  management  and  total  $18.4  billion. 
Investment  earnings  for  the  retirement  funds  are  greater 
than  the  combined  employer  and  employee  contribu- 
tions. Earnings  for  the  year  ended  June  30,  1991, 
amounted  to  $1.5  billion  and  produced  a net  realized 
rate  of  return  of  8.81%. 

The  Cash  Mangement  and  Trust  Funds  Program  en- 
joyed a successful  1990-91  fiscal  year.  This  was  ac- 
complished by  the  team  effort  of  the  Investment  and 
Banking  Division  staff,  along  with  the  support  and 
guidance  of  the  State  Treasurer.  We  look  forward  to  the 
upcoming  1991-92  fiscal  year  and  expect  that  it,  too,  will 
be  just  as  successful  as  the  past  fiscal  year. 

Following  is  a description  of  each  of  the  investment 
pools. 
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Liquid  Asset  Fund  — The  State  Treasurer  maintains 
this  fund  (established  in  1982)  as  an  investment  alter- 
native available  to  local  public  authorities,  local  govern- 
mental units  and  local  ABC  boards  of  the  State  having 
custody  of  any  funds  not  required  by  law  to  be  deposited 
with  and  invested  by  the  State  Treasurer. 

Objective:  To  provide  a daily  income  fund  with 
maximum  safety  and  liquidity  for  those 
public  entities  listed  in  G.S.  147-69. 3(b) 
which  are  permitted  to  voluntarily 
deposit  funds  with  the  State  Treasurer 
for  investment. 

Method:  Investment  vehicles  authorized  in  G.S. 

147-69.1  are  employed  to  invest  the  cash 
of  the  fund  in  such  a manner  as  to  be 
able  to  meet  any  withdrawal  demand  on 
request. 

The  1990-91  and  1989-90  fiscal  years  are  compared 
below: 


Net  Assets 

Net  Realized  Rate  of  Return 
Earnings  for  Year 


June  30,  1991  June  30,  1990 


$4.4  million 
6.87% 

$ 244,752 


$2.6  million 
8.49% 

$ 235,667 


The  projected  realized  return  for  the  Liquid  Asset 
Fund  for  the  fiscal  year  1990-91  was  7.75%.  The  ac- 
tual realized  return  was  6.87%. 

The  projected  realized  return  for  the  fiscal  year  ending 
June  30,  1992,  is  5.00%. 

Short-term  Investment  Fund  — The  Cash  Manage- 
ment Program  (established  in  1949),  because  of  its 
primary  need  for  safety  and  liquidity,  is  totally  invested 
in  the  Short-term  Investment  Fund.  Other  participants 
include  the  cash  balances  of  the  Liquid  Asset,  Long- 
term, Equity,  Real  Estate,  and  Venture  Capital  Invest- 
ment Funds,  and  some  voluntarily  deposited  funds 
belonging  to  various  boards,  commissions,  community 
colleges,  and  school  administrative  units.  (The  cash 
balances  of  the  Bond  Proceeds  Funds  are  invested 
separately  because  of  federal  requirements.)  Thus,  the 
cash  in  any  fund  under  the  Treasurer’s  management  is 
always  fully  invested. 

Objective:  To  provide  safety,  liquidity,  and  income 
on  average  monthly  balances  for  the 
General  Fund  and  Highway  Funds,  and 
for  other  participants  permitted  or  re- 
quired by  law  to  deposit  funds  with  the 
State  Treasurer  for  investment. 

Method:  Investment  vehicles  authorized  in  G.S. 

147-69.1  are  employed  to  invest  all  cash 
in  the  fund  in  excess  of  the  amount  re- 
quired to  meet  current  needs,  in  such 
manner  as  to  be  “readily  convertible  into 
cash”  as  required  by  law. 


The  1990-91  and  1989-90  fiscal  years  are  compared 
below: 


June  30,  1991  June  30,  1990 


Participants 


Assets 


General  Fund 
Highway  Funds 
Other 

Total  Net  Assets 
Net  Realized  Rate  of  Return 


$ 552,053,306 
606,296,846 
1,864,103,136 
$3,022,453,288 
8.21% 


$ 859,039,402 
591,655,395 
2,120,358,463 
$3,571,053,260 
8.54% 


Participants 


Net  Earnings 


General  Fund 
Highway  Funds 
Retirement  Funds 
Various  Special  and  Trust 
Funds 

Total  Net  Earnings 


$ 78,554,610 

42,101,355 
9,392,649 

124,764,833 
$ 254,813,447 


$ 115,933,013 
34,002,597 
10,947,449 

127,541,714 
$ 288,424,773 


Activity 


June  30,  1991 

June  30,  1990 

No. 

Par  Value 

No. 

Par  Value 

Purchases 

840 

$38,813,459,174 

937 

$36,378,328,943 

Sales 

450 

37,442,977,174 

449 

34,323,856,943 

Maturities 

416 

1,809,382,000 

487 

2,278,172,000 

Exchanges 

159 

3,900,000,000 

113 

4,410,000,000 

(Certificate  of  Deposit  activity  shown  as  part  of  Chart  3.) 

Listed  below  is  a breakdown  of  investments  in  the 
Short-term  Investment  Fund  as  of  June  30,  1991: 


Percentage  Projected  Average 


Par  Value 

of  Portfolio 

Yield 

Maturity  (Days) 

Repurchase  Agreements 

$ 365,175,000 

12.32% 

5.73% 

1 

CDs  & Sav.  Cert. 

398,486,000 

13.45 

6.27 

89 

USTN 

1,920,000,000 

64.78 

8.53 

1,098 

US  Agencies 

270,000,000 

9.11 

9.08 

1,662 

Corporates 

10,000,000 

.34 

9.25 

1,414 

$2,963,661,000 

100% 

8.16% 

1,073 

The  projected  realized  return  for  the  Short-term 
Investment  Fund  for  the  fiscal  year  1990-91  was  8.30% . 
The  actual  realized  return  was  8.21%. 

There  are  two  primary  factors  that  impact  realized 
investment  returns.  They  are  the  balances  available  for 
investment  and  the  level  of  interest  rates,  neither  of 
which  we  control.  Additional  factors  that  affect  the 
return  for  the  Short-term  Investment  Fund,  in  which 
the  General  and  Highway  Funds  are  participants,  in- 
clude the  following: 

1)  The  investments  which  the  Short-term  Invest- 
ment Fund  portfolio  may  be  holding  on  a particular  date 
may  be  earning  at  different  levels  from  current  interest 
rates.  For  example,  if  our  investments  were  made  when 
interest  rates  were  higher,  we  would  continue  to  earn 
at  the  higher  rates  of  return,  even  though  current  in- 
terest rates  may  be  lower.  This  happens  in  reverse  as 
well. 

2)  The  current  levels  of  interest  rates  at  which  new 
investments  can  be  made  fluctuate  according  to  the 
shape  of  the  yield  curve  and  the  spreads  between  dif- 
ferent types  of  eligible  securities. 

The  projected  realized  return  for  the  fiscal  year  ending 
June  30,  1992,  is  7.70%. 
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Charts  8 and  9 show  the  net  assets  and  the  realized 
income  of  the  Short-term  Investment  Fund  since  1987. 

Chart  8 

SHORT-TERM  INVESTMENT  FUND 
Net  Assets  at  June  30 
($  In  Billions) 
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Chart  9 


SHORT-TERM  INVESTMENT  FUND 


Realized  Income  at  June  30 
($  In  Millions) 
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Long-term  Investment  Fund  — The  Investment  Pro- 
gram represented  by  this  fund  (established  in  1941  on 
behalf  of  pension  and  other  trust  funds)  produced  a 
realized  return  of  9.44%  during  the  fiscal  year. 

Objective:  To  provide  the  maximum  safe  return  on 
the  fixed-income  investments  of  the 
North  Carolina  Retirement  systems,  and 
other  participants  required  or  permitted 
to  deposit  funds  with  the  State  Treasurer 
for  investment,  in  conformity  with  the 
concepts  of  fiduciary  responsibility  and 
prudent  investment  management. 


Method:  Fixed-income  vehicles  authorized  in  G.S. 

147-69.2  are  employed  to  invest  the  cash 
of  the  fund,  and  to  exchange  the  assets 
of  the  fund  as  the  market  permits  in 
order  to  improve  the  income  and/or 
quality  of  the  fund. 

The  1990-91  and  1989-90  fiscal  years  are  compared 
below: 


June  30,  1991 


June  30,  1990 


Net  Assets 

Net  Realized  Rate  of  Return 
Participants 

Retirement  Funds 
Various  Special  and  Trust 
Funds 


$13,226,066,302  $12,040,861,458 
9.44%  9.45% 

Net  Earnings 

$ 1,161,729,012  $ 1,060,267,224 
29,729,441  18,581,683 


Total  Net  Earnings  Distributed  $ 1,191,458,453  $ 1,078,848,907 

Activity 


Par  Value,  Purchases 
Number  of  Purchases 
Par  Value,  Sales 
Number  of  Sales 
Par  Value,  Tenders 
Number  of  Tenders 
Par  Value,  Bond  Exchange 
Transactions 

Number  of  Exchange  Proposals 
Executed 


$ 1,388,177,177  $ 1,914,100,114 
180  257 

$ 89,278,062  $ 59,690,081 

68  6 

10,000,000  — 

1 — 

$ 3,685,900,000  $ 3,524,478,000 
134  178 


The  quality  of  the  portfolio  remains  extremely  high, 
as  shown  below: 


Average  Maturity 


June  30,  1991 


June  30,  1990 


AAA  76%  77% 

AA  18  18 

A 2 1 

BA*  4 4 

100%  100% 

Average  Maturity  22.8  years  22.1  years 


‘Securities  purchased  when  rated  A or  higher.  Downgraded  as  a result 
of  leveraged  buy-out  activity. 


Listed  below  is  a description  of  investments  in  the 
Long-term  Investment  Fund  as  of  June  30,  1991: 


Percentage  Projected  Average 


Par  Value 

of  Portfolio 

Yield 

Maturity  (Year.) 

US  Treasury 

Securities 

$ 4,895,520,000 

35.6% 

9.28% 

20.1 

US  Agency-GNMA 

2,448,421,569 

17.8 

9.70 

26.7 

Corporate  Bonds 

5,399,080,709 

39.3 

9.36 

24.6 

US  Agency 

I nsured/ G uaranteed 

449,915,000 

3.3 

10.24 

11.2 

International  Securities 

538,920,000 

3.9 

10.20 

21.6 

Long-term  CD’s 

11,150,000 

.1 

11.96 

3.6 

$13,743,007,278 

100% 

9.46% 

22.8 

The  projected  realized  return  for  the  Long-term 
Investment  Fund  for  the  fiscal  year  1990-91  was  9.40% . 
The  actual  realized  return  was  9.44%. 

The  projected  realized  return  for  the  fiscal  year  ending 
June  30,  1992,  is  9.20  % , while  the  long-term  actuarial 
requirement  is  7.50%. 
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Charts  10  and  11  show  the  net  assets  and  the  realized 
income  of  the  Long-term  Investment  Fund  since  1987. 

Chart  10 


LONG-TERM  INVESTMENT  FUND 
Net  Assets  at  June  30 
($  In  Billions) 
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Chart  11 


LONG-TERM  INVESTMENT  FUND 
Realized  Income  as  of  June  30 
($  In  Billions) 
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Equity  Investment  Fund  — The  Equity  Investment 
Program  (established  in  1961)  is  provided  solely  for  par- 
ticipation by  the  North  Carolina  Retirement  Systems. 

Overall 

Objective:  To  provide  long-term  growth  of  capital 
while  observing  the  requirements  of  ap- 
plicable State  law  and  the  principles  of 
prudent  investment  management.  The 
Equity  Investment  Fund  is  expected  to 
generate  a total  return  which  will  exceed 
that  of  the  Standard  and  Poor’s  com- 
posite Stock  Index  (S&P  500)  on  a trail- 
ing 36-month  basis. 

Method:  Each  portfolio  within  the  Fund  will  have 

specific  objectives  and  an  appropriate 
benchmark  against  which  its  per- 
formance will  be  compared.  To  achieve 
the  Overall  Investment  Objective,  the 
Fund  invests  its  assets  in  a portfolio  of 
common  stocks  and  convertible  deben- 
tures and  in  shares  of  beneficial  interest 
in  various  trusts  using  a diversified  group 
of  investment  advisors  and  managers  as 
authorized  in  G.S.  147-69.2  and  G.S. 
147-69.3. 

The  1990-91  and  1989-90  fiscal  years  are  compared 
below: 


Net  Assets 

Net  Realized  Return 
Net  Total  Return 


June  30,  1991 


June  30,  1990 


$5,130,940,307 

7.45% 

8.68% 


$4,501,828,246 

8.35% 

16.94% 


The  Equity  Investment  Fund  accounted  for  28.0% 
of  the  total  Retirement  Systems’  Investments  at  June  30, 
1991,  based  on  book  value.  The  fund  utilizes  five  equity 
advisors  who  make  recommendations  on  purchases  and 
sales  with  execution  of  the  trades  handled  by  our  in- 
house  staff.  The  fund  also  retains  eleven  equity  managers 
with  full  discretion  concerning  equity  selection  and 
execution. 

The  Equity  Investment  Fund  activity  (transactions  by 
our  staff)  for  fiscal  years  1990-91  and  1989-90  fiscal  years 
are  compared  below: 


June  30,  1991 


June  30,  1990 


Purchase  Transactions  734 

Purchase  Amount  $822,316,037 

Sale  Transactions  456 

Sale  Amount  $632,097,503 


958 

$1,094,640,605 

575 

$ 805,780,759 


During  the  year,  the  equity  trading  staff  executed 
trades  for  the  five  equity  advisors  totaling  31.2  million 
shares  of  stock.  Commissions  averaged  4.7  cents  per 
share,  the  same  as  that  of  the  prior  year.  This  average 
commission  is  a blending  of  in-house  “book  crosses”  (at 
zero  commissions),  discount  brokerage,  and  full  service 
brokerage.  (Our  definition  of  full  service  is  the  commit- 
ment of  and  use  of  a firm’s  capital  to  facilitate  a trade.) 
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Chart  12 


We  are  not  buyers  of  equity  research.  Naturally  our  ad- 
visors and  managers  are  buyers  of  some  “street”  research. 
Commissions  were  paid  to  33  broker/dealer  firms  (17 
with  in-state  offices). 

Option  activity  for  fiscal  years  1990-91  and  1989-90 
are  compared  below: 

June  30;  1991  June  30,  1990 

Opening  Transactions  47  33 

Amount  $1,482,309  $1,390,932 

The  Covered-Call  Option  Writing  Program  generated 
net  collected  premiums  of  $1.5  million.  Net  premiums 
of  $27.8  million  have  been  generated  by  the  Covered- 
Call  Option  Writing  Program  since  its  inception  on 
March  1,  1980.  The  five  equity  advisors  write  and 
execute  covered-calls  using  the  Division’s  trading  staff. 
Premiums  generated  by  the  managers  on  Covered-Call 
Options  are  accounted  for  separately.  Net  realized  gains 
from  writing  options  for  the  year  were  $1.6  million.  Net 
realized  gains  result  from  the  repurchase  of  and  the  ex- 
piration of  covered-call  options  sold.  Premiums  on  op- 
tions exercised  are  used  to  calculate  the  gain  or  loss  in 
the  sale  through  exercise  of  the  underlying  shares. 

The  Equity  Investment  Fund  exceeded  its  “total 
return”  benchmark  of  exceeding  the  return  of  the  S&P 
500  on  a trailing  thirty-six  (36)  month  time  period.  The 
Fund  posted  a 14.77%  total  return  versus  14.59%  for 
the  S&P  500. 

The  Equity  Investment  Fund  generated  a net  realized 
return  of  7.45%  and  a net  total  return  of  8.68%  for  the 
fiscal  year.  The  total  return  of  8.68%  compared 
favorably  versus  a 7.23%  return  for  the  S&P  500.  Net 
income  for  the  fund  from  all  sources  was  $360  million. 
The  five  equity  advisors  generated  net  capital  gains  of 
$139  million  during  the  fiscal  year,  while  the  outside 
equity  managers  generated  net  capital  gains  of  $10 
million. 

The  following  breakdown  provides  insight  into  the 
composition  of  the  Equity  Investment  Fund  at  June  30, 
1991: 


Type  of  Equity 

Percent  of 

Equity  Investment  Fund 

Large  Capitalization  Domestic  Stocks 

88.8% 

Small  Capitalization  Stocks 

2.4 

Emerging  Growth  Stocks 

.5 

International  Stocks 

5.1 

Cash 

3.2 

100% 

The  projected  realized  return  for  the  Equity  Invest- 
ment Fund  for  the  fiscal  year  1990-91  was  7.20% . The 
actual  realized  return  was  7.45%. 

The  projected  realized  return  for  the  fiscal  year  end- 
ing June  30,  1992,  is  8.10%,  while  the  long-term  ac- 
tuarial requirement  is  7.50%. 

Charts  12  and  13  show  the  net  assets  and  realized  in- 
come of  the  Equity  Investment  Fund. 


EQUITY  INVESTMENT  FUND 
Net  Assets  at  June  30 
($  In  Billions) 
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Chart  13 


EQUITY  INVESTMENT  FUND 
Realized  Income  at  June  30 
($  In  Millions) 
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Real  Estate  Investment  Fund  — The  Real  Estate 
Investment  Program  (established  in  1984)  is  provided  ex- 
clusively for  participation  by  the  North  Carolina  Retire- 
ment Systems. 

Objective:  To  provide  additional  diversification, 
while  serving  as  an  inflation  hedge 
generating  a relatively  stable  flow  of  cur- 
rent income  for  the  North  Carolina 
Retirement  Systems. 

Method:  Investment  vehicles  authorized  in  G.S. 

147-69. 2(b)(7)  are  employed  to  invest  the 
cash  of  the  fund  in  shares  of  beneficial 
interest  in  real  estate. 

At  June  30,  1991,  the  fund’s  book  value  stood  at 
$219.8  million,  a 5%  increase  over  the  book  value 
recorded  at  June  30,  1990.  For  the  fiscal  year,  the  fund 
generated  a net  cash  return  of  4.84%. 

The  1990-91  and  1989-90  fiscal  years  are  compared 
below: 


Net  Assets 

Net  Realized  Return 
Fiscal  Year 
Inception  to  Date 


June  30,  1991 
$219,781,924 

4.84% 

6.83% 


June  30,  1990 
$209,392,348 

4.86% 

7.16% 


The  projected  realized  return  of  the  Real  Estate 
Investment  Fund  for  the  fiscal  year  1990-91  was  6.15% . 
The  actual  realized  return  was  4.84%. 

The  projected  realized  return  for  the  fiscal  year  end- 
ing June  30,  1992,  is  6.00%,  while  the  long-term  ac- 
tuarial requirement  is  7.50%.  (We  are  reminded  that 
this  investment  is  a non-financial  asset  due  to  its  illiquid 
nature.) 

Chart  14  shows  the  Real  Estate  Investment  Fund’s 
various  property  types  that  comprise  its  makeup. 

Chart  14 

REAL  ESTATE  INVESTMENTS 
By  Property  Type 
At  June  30 
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Charts  15  and  16  show  the  net  assets  and  realized  in- 
come of  the  Real  Estate  Investment  Fund. 

Chart  15 

REAL  ESTATE  INVESTMENT  FUND 
Net  Assets  at  June  30 
($  In  Millions) 
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REAL  ESTATE  INVESTMENT  FUND 
Realized  Income  at  June  30 
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Bond  Proceeds  Fund  — The  1977  Clean  Water  Bond 
Series  1987  Proceeds  Fund  was  established  June  23, 
1987.  The  Bond  Proceeds  Capital  Improvement,  1989 
Fund  was  established  May  23,  1989.  The  Bond  Proceeds 
Prison,  1991  Fund  was  established  March  14,  1991. 
These  funds  were  established  in  order  to  comply  with 
IRS  regulations  on  bond  arbitrage. 

Objective:  To  provide  maximum  income  to  the 
Fund  within  the  parameters  of  the  IRS 
regulations  on  bond  arbitrage. 

Method:  Investment  vehicles  authorized  in  G.S. 

147-69.1  are  employed  to  invest  all  cash 
in  the  fund  in  excess  of  the  amount  re- 
quired to  meet  current  needs,  in  such 
manner  as  to  be  “readily  convertible  into 
cash”  as  needed. 

At  June  30,  1991,  assets  totaled  $11,928,246, 
$8,446,767,  and  $64,251,725  for  the  1977  Clean  Water 
Bonds,  Series  1987  issue;  the  Capital  Improvement 
Bonds,  1989  issue;  and  the  Prison  Bonds,  1991  issue, 
respectively. 

The  projected  realized  return  for  the  combined  Bond 
Proceeds  Fund  for  the  fiscal  year  1990-91  was  7.75%. 
The  actual  realized  return  was  6.75%. 

The  projected  realized  return  for  the  fiscal  year  end- 
ing June  30,  1992,  is  5.25%. 

Venture  Capital  Investment  Fund  — The  Venture 
Capital  Investment  Program  (established  in  1988)  is  pro- 
vided for  participation  by  the  North  Carolina  Retire- 
ment Systems.  (The  1990  Short  Session  of  the  North 
Carolina  General  Assembly  changed  the  governing 
statutes,  which  had  restricted  these  investments  to  the 
General  and  Highway  Funds,  on  a retroactive  basis.) 

Objective:  To  provide  over  a period  of  time  (seven 
to  ten  years)  a source  of  potentially  high 
realized  income.  The  risk  is  tempered  by 
diversification  in  industry  type,  state  of 
corporate  development  and  location. 

Method:  General  Statute  147-69. 2(b)(9)  author- 

izes investment  in  obligations  and 
securities  of  The  North  Carolina  Enter- 
prise Corporation,  or  of  a limited  part- 
nership in  which  The  North  Carolina 
Enterprise  Corporation  is  the  only 
general  partner,  not  to  exceed  twenty 
million  dollars  ($20,000,000).  General 
Statute  147-69.2(b)(10)  authorizes  in- 
vestment in  limited  partnerships  whose 
primary  purpose  is  to  invest  in  venture 
capital  or  corporate  buyout  transactions, 
not  to  exceed  thirty  million  dollars 
($30,000,000). 

The  Fund’s  strategy  is  to  establish  and  maintain  a 
broadly  diversified  venture  capital  portfolio  comprised 
of  investments  that  provide  diversification  by  industry 
classification,  state  of  corporate  development,  and 
geographic  location.  Investments  in  venture  capital  are 
monitored  over  a long-time  horizon,  due  to  the  amount 
of  time  and  development  necessary  to  grow  and  expand 


relatively  new,  small  companies.  This  long-term  invest- 
ment philosophy  dictates  that  cash  returns  in  the  early 
stages  of  the  investment  cycle  will  be  minimal.  Addi- 
tionally, it  is  anticipated  that  losses  will  be  realized  in 
the  early  stages  of  investing  as  certain  venture  capital 
companies  do  not  meet  projections.  However,  successful 
investments  in  the  portfolio  should  generate  returns  that 
prove  to  be  quite  satisfactory  in  relation  to  the  risk  taken 
and  the  returns  generated  by  more  traditional 
investments. 


June  30,  1991  June  30,  1990 


Net  Assets  $25,486,998  $17,922,075 

Net  Realized  Rate  of  Return  (.17)%  .23% 


The  projected  realized  return  for  the  Venture  Capital 
Investment  Fund  for  the  fiscal  year  1990-91  was  .25%  . 
The  actual  realized  return  was  (.17)%. 

The  projected  realized  return  for  fiscal  year  ending 
June  30,  1992,  is  1.50%,  while  the  long-term  actuarial 
requirement  is  7.50% . (We  are  reminded  that  this  in- 
vestment is  a non-financial  asset  due  to  its  illiquid 
nature.) 

Supplemental  Income  Program  — Additional  sup- 
plemental income  resulting  from  the  active  management 
of  the  Investment  Funds  for  the  fiscal  year  exceeded  $6 
million.  Earnings  from  securities  lending  since  inception 
of  the  program  reached  $37  million  during  the  year.  The 
Supplemental  Income  Program  generated  income  that 
was  120%  greater  than  the  entire  operating  cost  of  the 
Investment  and  Banking  Division,  which  was 
$2,820,923. 

Investment  Funds 


Source  of  Earnings  Short-term  Long-term  Equity 


Totals 


Securities  Lending  $1,285,682  $3,125,715  $ 49,691 

Option  Writing  1,625,499 

Fail  Ralance  Earnings  2,977  27,238  4,034 

Dividend  Reinvestment  62,739 

Miscellaneous  25,261 


$4,461,088 

1,625,499 

34,249 

62,739 

25,261 


Grand  Totals  $1,288,659  $3,152,953  $1,767,224  $6,208,836 


Proj'ects  Completed  and/or  In  Progress 

STEPS  — During  the  year,  a new  program  was 
designed  for  the  collection  of  monthly  Retirement  con- 
tributions from  local  units  of  government.  The  program 
uses  an  electronic  method  of  transferring  funds  and  is 
known  as  the  “State  Treasurer’s  Electronic  Payments 
System”  (STEPS).  STEPS  allows  for  remittances  to  be 
made  by  local  units  of  government  through  the  Federal 
Reserve  System’s  Automated  Clearing  House  (ACH), 
utilizing  the  “ACH  debt”  option.  A pilot  involving  the 
“Big  10”  (Five  largest  counties  and  five  largest  cities)  was 
implemented  in  April  1991.  The  program  is  used  in  con- 
junction with  the  already  functional  “Governmental 
Moneys  Transfer  System”  (GMTS),  which  provides  for 
various  payments  to  be  made  from  the  State  to  the  local 
governmental  units.  Once  expanded,  the  program  will 
allow  for  moneys  being  transferred  electronically  be- 
tween the  State  and  local  units  of  government  to  be  a 
“two-way  street.” 
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Automated  Reporting  of  Deposits  — In  cooperation 
with  the  State  Controller’s  Office,  an  automated  system 
is  being  designed  which  will  allow  the  approximately 
700  entities  which  collect  and  deposit  State  funds  to 
report  the  deposits  to  the  State  Treasurer  using  the 
system.  Currently,  the  entities  prepare  and  mail  in 
deposit  forms  referred  to  as  “certifications  of  deposit”. 
The  planned  system  will  allow  each  entity  to  key  the 
deposits  into  an  on-line  computer  terminal  connected  to 
the  State  computer  network.  Plans  are  to  begin  im- 
plementing the  new  system  in  the  spring  of  1992. 

TT&L  Deposits  — During  the  year,  a review  was 
made  of  the  State’s  payroll  centers’  practice  of  making 
their  “Treasury  Tax  and  Loan”  (TT&L)  deposits  with 
designated  banks  on  a rotating  basis.  TT&L  deposits 
refer  to  the  Federal  Tax  Withholdings  and  Social 
Security  Withholdings  due  the  Federal  government  one 
business  day  after  each  payroll  date.  The  combined  total 
deposits  of  all  eleven  centers  is  over  $60  million  on  a 
monthly  basis.  For  the  past  ten  years,  the  practice  had 
been  to  make  the  deposits  with  different  banks,  on  a 
rotating  basis.  Recognizing  that  the  banks  benefited  from 
the  deposits  due  to  the  lapse  of  at  least  one  day  before 
funds  were  remitted  to  the  Federal  government,  a deci- 
sion was  made  to  select  one  bank  to  serve  as  the  official 
depository,  whereby  the  State  could  benefit  from  a por- 
tion of  the  value  of  the  deposits.  Through  a Request  for 


Proposal  process.  First  Union  National  Bank  offered  the 
best  arrangement.  The  arrangement  was  instituted 
July  1,  1991,  and  is  anticipated  to  result  in  a value 
accruing  to  the  State  of  approximately  $160,000  on  an 
annual  basis. 

Credit  Cards  — A comprehensive  report  on  the 
feasibility  of  State  agencies  accepting  payments  by  credit 
cards  was  performed  during  the  year.  The  report  was 
a follow-up  to  a previous  study.  While  most  universities 
currently  accept  credit  card  payments,  the  associated 
bank  fees  are  paid  from  “non-State”  funds.  State  agen- 
cies desiring  to  accept  credit  card  payments  currently 
have  no  source  of  funds  from  which  to  pay  the  fees,  and 
are  hesitant  to  seek  funding  due  to  tight  budget 
restraints.  Having  the  ability  to  charge  the  cardholder 
a “surcharge”  to  offset  the  bank  fee  is  an  issue  that  is 
being  taken  up  with  Visa  and  Mastercard.  Both 
organizations  have  regulations  prohibiting  surcharges. 
Since  the  issue  is  a concern  to  other  states  as  well,  it  is 
anticipated  that  the  National  Association  of  State 
Auditors,  Controllers,  and  Treasurers  (NASACT)  will 
address  the  subject  with  Visa  and  Mastercard,  seeking 
an  exemption  of  the  regulations  for  governmental  units. 
While  having  the  flexibility  of  charging  a surcharge 
would  be  desirable,  there  are  applications  where  it  may 
be  appropriate  for  the  State  to  incur  the  fees  associated 
with  the  acceptance  of  credit  card  payments. 
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State  and 

Local  Government 
Finance  Division 


The  State  and  Local  Government  Finance  Division 
is  organized  to  provide  the  State  Treasurer,  the  Local 
Government  Commission,  the  North  Carolina  Solid 
Waste  Management  Capital  Projects  Financing  Agency, 
and  the  North  Carolina  Educational  Facilities  Finance 
Agency  with  staff  assistance  in  fulfilling  their  respective 
statutory  functions.  The  Division  is  organized  along 
functional  lines  into  two  major  groups  of  services:  Debt 
Management  and  Fiscal  Management. 

Assistance  is  rendered  to  local  governments  and  public 
authorities  in  North  Carolina  on  behalf  of  the  Local 
Government  Commission.  The  Local  Government  Com- 
mission, staffed  by  the  Department  of  State  Treasurer, 
approves  the  creation  of  debt  for  all  units  of  local  govern- 
ment and  assists  these  units  with  fiscal  management.  The 
Commission  is  composed  of  nine  members:  the  State 
Treasurer,  the  Secretary  of  State,  the  State  Auditor,  the 
Secretary  of  Revenue,  and  five  others  by  appointment 
(three  by  the  Governor,  one  by  the  Lieutenant 
Governor,  and  one  by  the  Speaker  of  the  House  of 
Representatives).  The  State  Treasurer  serves  as  Chair- 
man and  selects  the  Secretary  of  the  Commission,  who 
heads  the  administrative  staff  serving  the  Commission. 

The  North  Carolina  Solid  Waste  Management  Capital 
Projects  Financing  Agency  provides  a loan  fund  for 
financing  the  capital  expenses  incurred  in  implementing 
local  and  regional  solid  waste  management  programs. 
The  Agency  Board  of  Directors  consists  of  five  members: 
the  State  Treasurer  and  four  others  by  appointment  (two 
by  the  Governor  and  two  by  the  General  Assembly  upon 
the  recommendation  of  one  each  by  the  Speaker  of  the 
House  of  Representatives  and  the  President  Pro  Tem- 
pore of  the  Senate).  Administrative  staff  for  the  Agency 
is  provided  by  the  Department  of  State  Treasurer. 

Private  institutions  of  higher  education  receive  financ- 
ing assistance  through  bonds  issued  by  the  North 
Carolina  Educational  Facilities  Finance  Agency.  The 
Agency  Board  of  Directors  is  composed  of  seven 
members:  the  State  Treasurer,  the  State  Auditor,  and 
five  others  by  appointment  (three  by  the  Governor,  one 
by  the  President  of  the  Senate,  and  one  by  the  Speaker 
of  the  House  of  Representatives).  The  administrative 
staff  for  the  Agency  is  provided  by  the  Department  of 
State  Treasurer. 

The  Division  handles  the  sale  and  delivery  of  all  State 
debt  and  monitors  the  repayment  of  State  and  local 
government  debt. 


Table  of  Organization 


Operational  Highlights 

• Competitive  tax-exempt  general  obligation  bond  sales 
exceeded  $599  million  with  rates  averaging  53  basis 
points  under  the  national  Bond  Buyer’s  Index,  which 
resulted  in  savings  in  excess  of  $32.5  million  over  the  life 
of  these  bonds. 

• Information  was  prepared  for  presentation  to  the 
bond  rating  agencies  as  a result  of  concerns  over  the 
State’s  budget  shortfall.  The  State  continues  to  retain  its 
excellent  bond  rating. 

• Capital  Appreciation  Bonds  (CABs)  continued  to  be 
promoted  in  bond  sales  to  provide  investors  with  a means 
to  fund  educational  expenses  or  other  future  needs.  Dur- 
ing the  year,  in  excess  of  $37.9  million  in  CABs  were  issued. 

• The  North  Carolina  Educational  Facilities  Finance 
Agency  sold  over  $77  million  in  tax-exempt  bonds,  af- 
fording considerable  savings  in  interest  costs  for  Duke 
University  and  Belmont  Abbey  College. 

• Industrial  revenue  bonds  were  issued  totaling  over  $89 
million. 

• Seventeen  low-interest  rate  clean  water  revolving 
loans  and  grants  were  awarded  to  local  governments  for 
the  construction  of  water  and  sewer  systems. 

• Three  governmental  units  sold  special  obligation 
bonds,  recently  authorized  under  G.S.  1591,  to  finance 
solid  waste  projects  in  the  State. 

• Hospital /health-care  financings  during  the  fiscal  year 
totaled  over  $555  million,  up  from  $107  million  in  the 
previous  year. 
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• Informational  memoranda  on  various  topics  were 
prepared  for  units  of  government  and  Certified  Public 
Accountants. 

• Again  this  year,  the  staff  prepared  the  Fiscal  Summary 
of  North  Carolina  Counties  and  the  Fiscal  Summary  of 
of  North  Carolina  Municipalities  in  cooperation  with  the 
North  Carolina  Association  of  County  Commissioners 
and  the  North  Carolina  League  of  Municipalities, 
respectively.  The  purpose  of  these  publications  is  to  pro- 
vide comparative  financial  information  to  county  and 
municipal  officials  for  their  use  in  budgeting  and  in  com- 
paring their  own  unit’s  financial  results  to  those  of  other 
units. 

• The  staff  reviewed  single  audit  reports  for  approx- 
imately 700  units  of  local  government  because  of  the  re- 
quirements of  the  Federal  and  State  Single  Audit  Acts. 

• The  second  annual  “State  Treasurer’s  Governmental 
Accounting/Financial  Management  Awards  Program” 
was  sponsored.  Thirty  entries  were  received  from 
municipalities,  counties,  boards  of  education,  and 
miscellaneous  districts  and  authorities.  Winners  were 
governmental  units  demonstrating  the  most  improve- 
ment in  accounting  or  financial  management  programs, 
systems,  methods,  and  procedures. 

• The  Policies  Manual  for  units  of  government  was 
published  by  the  Division.  It  contains  statements  of  the 
Local  Government  Commission  staff  s policies  in  certain 
finance-related  areas,  as  well  as  applicable  laws  and  ac- 
counting standards  mandated  or  suggested  by 
authoritative  bodies. 

Financial  Outlook 

The  fiscal  year  ended  June  30,  1991,  was  one  of 
significant  changes  for  the  State  as  well  as  for  local 
governments  in  North  Carolina.  The  State  experienced 
a revenue  shortfall  for  the  second  year  in  a row;  and 
because  of  the  State’s  history  of  sharing  a portion  of  its 
revenues  with  local  governments,  the  shortfall  also 
created  repercussions  at  the  local  level.  As  a result, 
government  officials  have  been  forced  to  evaluate  how 
revenues  can  be  spent  more  efficiently.  Officials  of  local 
governments,  in  particular,  lack  a certain  degree  of  flex- 
ibility in  evaluating  how  their  revenues  should  be 
reallocated  due  to  mandates  imposed  by  the  State  and 
federal  governments  for  funding  certain  programs. 

The  challenge  facing  local  governments,  therefore,  is 
to  maximize  the  efficient  allocation  of  resources  in  those 
areas  over  which  they  are  able  to  exercise  discretion.  As 
a result,  local  governments  are  pressed  to  look  for  op- 
portunities to  reduce  duplication  of  services  that  are  of- 
fered. For  instance,  perhaps  the  delivery  of  fire  and 
police  protection  as  well  as  the  support  of  a solid  waste 
disposal  system  could  be  regionalized,  that  is,  jointly 
funded  by  several  local  governments.  Also,  local  govern- 
ments should  examine  whether  modern  technologies  are 
being  utilized  to  the  greatest  extent  feasible  in  order  to 
minimize  costs.  Further,  local  officials  should  study  the 
services  currently  offered  to  determine  whether  the  level 
and  quality  of  those  services  corresponds  with  the 
amount  of  resources  being  allocated  to  them.  The  result 


of  such  an  assessment  could  lead  to  a reduction  in  the 
level  of  certain  services,  the  deletion  of  some  services, 
and  the  establishment  of  user  fees  for  other  services. 

The  challenge  for  local  governments  in  assessing  their 
fiscal  situation  and  deciding  what  type  and  level  of  ser- 
vices they  will  continue  to  offer  is  made  more  complex 
by  considering  future  trends.  Mandated  programs  such 
as  Medicaid,  environmental  issues  such  as  solid  waste 
disposal,  and  issues  such  as  prison  overcrowding  and  the 
nation’s  drug  problem  will  require  increased  funding 
from  local  governments.  Also,  funding  requirements  for 
fundamental  services  such  as  education  and  the  provi- 
sion of  infrastructure  assets  will  continue  to  increase. 
Further,  the  challenge  facing  local  governments  includes 
their  need  to  remain  competitive  with  other  local 
governments  in  order  to  attract  new  industries  and  to 
maintain  a desired  quality  of  life  both  for  the  current 
generation  as  well  as  succeeding  generations. 

In  addition  to  assessing  their  current  services, 
regionalizing  the  delivery  of  services,  and  utilizing 
modern  technology,  local  governments  also  need  to  take 
a fresh  look  at  capital  planning  and  debt  financing. 
Capital  planning  involves  a comprehensive  assessment 
of  projected  future  capital  needs,  a plan  for  the  various 
means  by  which  the  capital  outlays  will  be  financed,  and 
a consideration  of  the  total  costs  involved.  When  deter- 
mining the  costs  of  planned  capital  assets,  the  factors 
to  be  examined  should  include  not  only  the  projected 
costs  of  construction  but  also  the  long-term  costs,  such 
as  outfitting  a new  building  with  furniture  and  other 
equipment  and  paying  for  utilities  and  maintenance 
costs,  including  the  personnel  costs  associated  with 
upkeep  of  a building  and  its  surrounding  property.  The 
anticipated  growth  in  a local  government’s  revenues 
must  be  sufficient  not  only  to  pay  the  associated  con- 
struction debt  but  also  to  operate  the  capital  addition 
during  the  course  of  its  useful  life. 

Debt  financing  involves  local  officials’  becoming 
aware  of  the  many  alternative  financing  arrangements 
that  are  available  and  their  understanding  that  the  same 
financing  method  is  not  preferable  in  every  situation. 
For  most  large  projects,  general  obligation  bonds  will 
be  the  least  costly  financing  alternative;  therefore,  local 
officials  should  be  extremely  cautious  in  selecting  another 
financing  method  if  the  sole  purpose  is  to  avoid  a vote 
of  the  citizens  on  an  obligation.  Confidence  in  local 
government  financial  responsibility  is  exhibited  by  voter 
approval  of  general  obligation  bonds.  North  Carolina 
voters  in  cities,  counties,  and  districts  approved  149  issues 
(93.7%)  for  $772,056,402  (87.96%)  in  fiscal  year 
1988-89,  81  issues  (84.38%)  for  $661,381,300  (86.09%) 
in  fiscal  year  1989-90,  and  73  issues  (80.22%)  for 
$938,387,000  (89.51%)  in  fiscal  year  1990-91.  Further- 
more, North  Carolina  local  governments  are  in  the  en- 
viable position  of  issuing  debt  at  50  to  75  basis  points 
under  the  national  Bond  Buyers  Index. 

While  general  obligation  bonds  (and  revenue  bonds 
to  a smaller  degree)  historically  have  been  the  primary 
financing  medium  for  the  funding  of  infrastructure 
needs,  additional  alternatives  providing  more  flexibility 
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have  been  enacted  by  the  General  Assembly  in  recent 
years.  The  1989  Session  of  the  General  Assembly  enacted 
two  significant  pieces  of  legislation:  House  Bill  960  (G.S. 
160A-20),  which  clarified  the  authority  of  local  govern- 
ments to  enter  into  installment  purchase  contracts  to 
construct  or  obtain  capital  assets  by  pledging  a security 
interest  in  the  property  being  acquired;  and  Senate  Bill 
115  (G.S.  1591),  which  provided  local  governments  with 
the  authority  to  use  special  obligation  bonds  that  pledge 
uncommitted  nontax  revenues  to  finance  the  acquisition 
of  solid  waste  disposal  facilities.  Neither  of  these  financ- 
ing techniques  pledges  the  taxing  power  of  a local 
government  that  is  acquiring  an  asset;  therefore,  neither 
requires  a voter  referendum.  By  enacting  this  legislation, 
the  General  Assembly  acknowledged  the  infrastructure 
needs  of  local  governments  and  provided  the  means  by 
which  they  could  meet  those  needs  promptly. 

The  use  of  special  obligation  bonds  for  solid  waste 
disposal  has  been  favorably  received  by  local  govern- 
ments, bond  counsel,  and  the  marketplace.  Use  of  the 
installment  purchase  financing  alternative  also  has 
gained  acceptance,  and  the  number  of  financings  under 
that  statute  grew  rapidly  until  a suit  was  filed  on 
January  26,  1990  against  Wayne  County  contending  that 
the  law  was  unconstitutional.  However,  following  the 
North  Carolina  Supreme  Court’s  decision  on  January  10, 
1991,  that  the  provisions  of  G.S.  160A-20  are  constitu- 
tional, the  use  of  this  financing  alternative  has  once  again 
accelerated.  Installment  and  lease  agreements  approv- 
ed by  the  Local  Government  Commission  have  increas- 
ed dramatically  over  the  last  three  years,  from  20  issues 
totaling  $38.4  million  in  fiscal  year  1988-89,  to  46  issues 
totaling  $82.7  million  in  fiscal  year  1989-90,  to  47  issues 
totaling  $368  million  in  fiscal  year  1990-91.  This  trend 
causes  concern  because  for  fiscal  year  1990-91,  install- 
ment and  lease  agreements  requiring  Local  Government 
Commission  approval  totaled  about  40%  of  the  general 
obligation  debt  issued  that  same  year;  this  percentage 
would  be  even  higher  if  installment  and  lease  agreements 
not  requiring  Local  Government  Commission  approval 
were  included. 

Local  officials  face  a tremendous  challenge.  Meeting 
that  challenge  successfully  will  require  coordination  with 
other  governments  in  the  delivery  of  services,  the  utiliza- 
tion of  comprehensive  long-term  capital  planning,  and 
the  employment  of  integrated  debt  financing  strategies. 
Cooperation  among  all  levels  of  government  is  more  im- 
portant now  than  ever  before.  Our  office  stands  ready 
to  assist  in  any  way  that  we  can. 

The  State  of  Tax-Exempt  Financing 

As  one  of  the  last  few  remaining  tax  shelters,  govern- 
mental bonds  continue  to  be  an  attractive  means  of 
financing  for  local  governments.  Without  tax-exempt 
financing,  the  interest  rate  charged  on  borrowed  funds 
could  increase  from  1 to  3%,  which  would  ultimately 
be  paid  by  utility  customers  and  taxpayers. 

Market  conditions  were  favorable  for  tax-exempt  debt 
during  the  fiscal  year.  The  Bond  Buyer’s  Index  of 


20  General  Obligation  Bonds  ranged  from  a high  of 
7.56%  on  August  28,  1990,  to  a low  of  6.81%  on 
February  19,  1991. 

The  Basic  Functions 

Debt  Management 

The  Division  issues  and  monitors  all  State  debt  secured 
by  a pledge  of  the  taxing  power  of  the  State.  After  the 
approval  of  a bond  issue  and  with  the  assistance  of  other 
State  agencies,  the  Division  determines  the  cash  needs, 
plans  for  the  repayment  of  debt  (maturity  schedules), 
and  schedules  bond  sales  at  the  most  appropriate  time. 
An  official  statement  describing  the  bond  issue  and  other 
required  disclosures  about  the  State  is  prepared  with  the 
advice  and  cooperation  of  bond  counsel.  Finally,  the 
Division  handles  the  actual  sale  and  delivery  of  the 
bonds,  maintains  the  State  bond  records  and  register  of 
bonds,  and  monitors  the  debt  service  payments.  At 
June  30,  1991,  the  State  had  general  obligation  bonds 
outstanding  of  $590  million.  (See  Tables  8 and  9.) 

The  Division  also  is  responsible  for  the  authorization 
and  sale  of  revenue  bonds  for  the  North  Carolina 
Medical  Care  Commission,  the  Municipal  Power 
Agencies,  the  North  Carolina  Educational  Facilities 
Finance  Agency,  the  North  Carolina  Housing  Finance 
Agency,  the  North  Carolina  Solid  Waste  Management 
Capital  Projects  Financing  Agency,  and  the  North 
Carolina  Industrial  Facilities  and  Pollution  Control 
Financing  Authority.  These  bonds  are  secured  only  by 
the  specific  revenues  pledged  in  payment  thereof.  The 
staff  works  with  these  agencies’  personnel  in  determin- 
ing the  feasibility  and  scheduling  of  the  bond  offering, 
in  structuring  the  issue  and  the  underlying  security 
documents,  and  in  preparing  the  data  that  must  be 
presented  to  the  Local  Government  Commission  for  its 
approval. 

The  Division  assists  the  State  Treasurer  in  representing 
the  State  in  all  presentations  to  Moody’s  Investors 
Service,  Inc.,  Standard  and  Poor’s  Corporation,  and 
Fitch  Investors  Service,  Inc.,  the  three  national  bond 
rating  agencies  used  by  the  State  and  local  government- 
al units  in  North  Carolina.  Although  the  State  faced 
challenges  from  two  of  the  rating  agencies  during  the 
past  two  fiscal  years.  North  Carolina  continues  to  have 
a “Triple-A”  rating,  the  highest  rating  attainable.  Such 
an  achievement  is  especially  notable  in  the  wake  of  other 
states  being  placed  on  CreditWatch  or  having  their  bond 
ratings  downgraded.  This  favorable  rating  has  enabled 
the  State  to  sell  its  bonds  at  an  interest  rate  considerably 
below  the  Bond  Buyer’s  Index,  thereby  providing 
tremendous  savings  to  North  Carolina’s  taxpayers. 

Probably  the  most  important  function  of  the  Division 
is  the  approval,  sale,  and  delivery  of  all  North  Carolina 
local  government  bonds  and  notes.  The  Division  staff 
counsels  and  assists  local  governmental  units  in  deter- 
mining the  necessity  of  the  project,  the  size  of  the  issue, 
and  the  most  expedient  form  of  financing.  A review  is 
made  of  the  debt  management  policies  of  the  unit,  the 
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effect  of  the  financing  on  the  tax  rate,  and  the  unit’s  com- 
pliance with  The  Local  Government  Budget  and  Fiscal 
Control  Act.  Sale  dates  are  scheduled  depending  on  the 
need  for  the  money,  the  anticipated  interest  rates.,  and 
the  times  when  the  bonds  can  be  sold  with  a minimum 
of  competition.  The  staff  strives  to  resolve  all  problems 
and  determine  that  all  statutory  requirements  are  met 
before  applications  are  presented  to  the  Local  Govern- 
ment Commission  for  approval 

After  approval  is  granted,  the  governmental  uni:  and 
its  bond  counsel  assist  the  staff  in  gathering  and  assem- 
bling information  for  an  official  statement,  which  is 
mailed  to  a large  group  of  investment  bankers  nation- 
wide. The  general  obligation  bonds  are  awarded 
through  the  competitive  bid  process  on  the  basis  of  lowest 
total  net  interest  cost  to  the  governmental  unit. 

.After  the  sale,  the  staff  delivers  and  validates  the 
definitive  bonds  and  ensures  that  the  money’s  are 
promptly  transferred  from  the  buying  brokers  to  the 
governmental  unit. 

In  addition  to  bond  sales,  the  staff  assists  the  units  in 
selling  certain  short-term  debt  obligations.  These  may 
be  bond  anticipation  notes  to  provide  interim  funding 
of  projects  until  the  definitive  bonds  are  sold,  or  they 
may  be  other  notes  secured  by  specific  pledges  of  taxes.. 
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DEBT  MANAGEMENT  ACTIVITIES  - STATE  AND  LOCAL 

(In  Millions  of  Dollars) 


FY  1988  - 89 

FY  1989  - 90 

FY  1990  - 91 

Bonds  Sold  for  State 

No. 

Amt. 

No. 

Amt. 

No. 

Amt. 

G.  O.  Bonds  (General  Fund)  

1 

$ 20.5 

— 

$ - 

1 

$ 75.0 

Total 

Bonds  and  Notes  Sold  for  Local  Governmental  Units: 

I 

20.5 

0 

0.0 

1 

75.0 

G.  O.  Bonds 

. . 101 

482.2 

79 

726.2 

78 

634.0 

Revenue  Bonds 

11 

171.5 

7 

83.0 

10 

304.7 

Special  Obligation  — Solid  Waste 

— 

— 

— 

— 

3 

10.3 

Notes 

40 

53.1 

44 

52.3 

41 

144.4 

Total 

Bonds  Sold  for: 

Medical  Care  Commission: 

. . 152 

706.8 

130 

861.5 

132 

1,093.4 

Revenue  Bonds 

Housing  Finance  Agency: 

5 

127.9 

5 

67.3 

12 

430.9 

Revenue  Bonds 

Power  Agencies: 

1 

75.0 

2 

112.9 

2 

107.0 

Revenue  Bonds 

Industrial  Facilities  and  Pollution 

Control  Financing  Authorities: 

1 

429.6 

1 

284.8 

Revenue  Bonds 

Educational  Facilities  Finance  Agency: 

31 

190.2 

38 

318.1 

20 

90.0 

Revenue  Bonds 

1 

30.0 

3 

83.5 

3 

77.7 

Total 

39 

852.7 

48 

581.8 

38 

990.4 

Grand  Total 

..  192 

$1,580.0 

178 

$1,443.3 

171 

$2,158.8 

The  Division’s  staff  also  assists  in  the  sale  of  revenue 
bonds,  which  must  have  the  Commission’s  approval  in 
order  to  be  issued  by  municipalities,  joint  municipal  elec- 
tric power  agencies,  and  county  industrial  facilities  and 
pollution  control  financing  authorities.  These  bonds  are 
secured  only  by  specific  revenue  pledged  in  payment  of 
the  bonds.  (See  Chart  18.) 

Another  responsibility  of  the  Division’s  staff  is  assisting 
units  that  desire  to  enter  into  agreements  to  finance  the 
lease  or  installment  purchase  of  capital  assets.  Local 
Government  Commission  approval  is  required  when  the 
contract  or  agreement  extends  for  five  or  more  years; 
and  obligates  the  unit  to  pay  sums  of  money  to  another, 
without  regard  to  whether  the  payee  is  a party  to  the 
contract;  and  obligates  the  unit  to  the  extent  of  $500,000 
or  a sum  equal  to  one  tenth  of  one  percent  (1/10  of  1 %) 
of  the  appraised  value  of  property  subject  to  taxation 
by  the  unit,  whichever  is  less.  Local  Government  Com- 
mission approval  also  is  required  when  the  contract  or 
agreement  involves  the  construction  or  repair  of  fixtures 
or  improvements  on  real  property  and  is  not  exempted 
in  G.S.  159-148(b). 

Before  approving  such  agreements,  the  Local  Govern- 
ment Commission  must  find  that  the  proposed  project 
is  necessary  and  expedient,  the  proposed  undertaking 
cannot  be  economically  financed  by  a bond  issue,  and 
the  contract  will  not  require  an  excessive  increase  in 
taxes.  During  the  fiscal  year  ended  June  30,  1991,  the 
Local  Government  Commission  approved  contracts  or 
other  agreements  totaling  $368  million.  (See  Table  6.) 


The  Division  also  serves  as  staff  to  the  North  Carolina 
Educational  Facilities  Finance  Agency,  an  agency 
established  by  the  General  Assembly  in  1986  authorized 
to  finance  or  refinance,  construct,  provide,  or  acquire 
higher  educational  facilities.  This  Agency  affords  private 
institutions  of  higher  education  in  the  State  a measure 
of  assistance  and  an  alternative  method  for  providing 
needed  facilities  and  structures. 

Following  initial  contact  from  a college/university,  the 
staff  generally  begins  the  process  of  determining  project 
feasibility  and  desirability  with  a preliminary  con- 
ference. Upon  receipt  of  an  application,  the  financial 
capability  and  responsibility  of  the  college/university  is 
reviewed  through  ratio  and  trend  analysis.  The  staff 
presents  the  project  and  its  recommendations  to  the 
seven-member  North  Carolina  Educational  Facilities 
Finance  Agency  and  subsequently  to  the  Local  Govern- 
ment Commission  for  approval.  (All  debt  issued  by  the 
Agency  also  must  be  approved  by  the  Local  Government 
Commission.) 

Fiscal  Management 

An  important  function  of  the  Division  is  monitoring  cer- 
tain fiscal  and  accounting  standards  prescribed  for  local 
governmental  units  by  The  Local  Government  Budget 
and  Fiscal  Control  Act.  As  a part  of  its  role  in  assisting 
local  units  and  monitoring  their  fiscal  programs,  the 
Division  provides  assistance  to  them  in  following 
generally  accepted  accounting  principles.  The  Local 
Government  Budget  and  Fiscal  Control  Act  requires 
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each  unit  of  local  government  to  have  its  accounts 
audited  annually  by  a Certified  Public  Accountant  or 
by  an  accountant  certified  by  the  Commission  as 
qualified  to  audit  local  government  accounts.  Because 
of  recent  changes  in  the  field  of  governmental  account- 
ing and  the  enactment  of  the  Federal  Single  Audit  Act 
and  the  State  Single  Audit  Act,  the  Division  has  had  a 
particularly  complex  task  in  monitoring  annual  audit 
reports  for  compliance  with  generally  accepted  ac- 
counting principles  and  single  audit  disclosure 
requirements. 

To  carry  out  these  responsibilities,  continuing 
assistance  is  provided  to  the  independent  auditors  of  local 
governments,  particularly  in  the  area  of  professional 
education.  Several  members  of  the  staff  serve  on  the 
Governmental  Accounting  and  Auditing  Committee  of 
the  North  Carolina  Association  of  Certified  Public 
Accountants  (NCACPA) . The  staff  helps  prepare  and  in- 
struct 10  continuing  professional  education  courses  in 
governmental  accounting  and  auditing.  These  are  each 
presented  several  times  annually  to  independent  auditors 
through  the  auspices  of  the  NCACPA.  In  addition,  all 
exposure  drafts  of  the  Governmental  Accounting  Stan- 
dards Board  are  analyzed,  and  the  staff  s comments  and 
recommendations  on  these  drafts  are  submitted  to  this 
Board. 

In  providing  assistance  to  local  governments,  units  are 
counseled  in  accounting  systems  and  internal  controls, 
treasury  and  cash  management,  budget  preparation, 
changes  in  laws  and  regulations,  and  investment  policies 
and  procedures.  On-site  assistance  is  furnished  to  local 
governments  with  regard  to  financial  and  accounting 
systems  and  management  services.  Educational  pro- 
grams, in  the  form  of  seminars  or  classes,  also  are  pro- 
vided in  order  to  accomplish  these  tasks.  Staff  members 
make  presentations  throughout  the  year  at  various 
workshops  sponsored  by  the  Institute  of  Government; 
the  finance  officers’  associations;  the  Municipal 
Treasurers’  Association;  and  numerous  other  county, 
municipal,  and  school  organizations. 

The  Division  has  expanded  its  assistance  role  by  main- 
taining computerized  databases  of  historical  information 
from  local  government  audit  reports,  city  and  county 
Annual  Financial  Information  Reports,  and  Reports  of 
Cash  Balance.  The  information  collected  is  used  in  a 
variety  of  ways  to  automate  operations  and  enhance  the 
assistance  provided  to  local  governments.  The  files  also 
are  utilized  in  special  projects  that  benefit  the  operations 
of  the  State.  Upon  request,  data  is  provided  to  such 
organizations  as  the  U.S.  Bureau  of  the  Census,  the 
N.C.  Department  of  Revenue,  the  General  Assembly, 
the  N.C.  League  of  Municipalities,  the  Institute  of 
Government,  and  the  N.C.  Association  of  County  Com- 
missioners to  assist  these  groups  in  their  activities. 

Significant  Accomplishments 

Debt  Management 

Installment  and  Lease  Purchase  Agreements  — A 
guide  was  prepared  to  assist  units  contemplating  the  use 
of  this  method  of  financing.  The  number  of  units  and 


dollar  volume  increased  from  46  units  with  a total  of 
$82,698,757  in  1989-90  to  47  units  with  a total  of 
$367,936,589  in  1990-91.  (See  Table  6.) 

Hospital /Health-Care  Financings  — Both  the  activity 
and  magnitude  of  hospital/health-care  financing  increas- 
ed dramatically  during  1990-91.  Utilizing  a variety  of 
financing  techniques  available  (revenue  bonds,  install- 
ment purchase,  pool  programs),  both  public  and  private 
hospitals  and  continuing  care  facilities  contributed  to  the 
activity.  Total  financings  increased  from  approximately 
$107  million  in  1989-90  to  over  $555  million  in  1991. 
Most  dramatic  were  issues  by  the  North  Carolina 
Medical  Care  Commission  for  private  hospitals,  which 
increased  from  approximately  $40.5  million  in  1989-90 
(for  4 projects)  to  over  $433  million  in  1990-91  (for  12 
bond  projects  and  1 lease  project).  Financing  for  public 
hospitals  reflected  the  same  needs  during  1990-91.  The 
activity  level  increased  from  $67  million  (for  4 projects) 
in  1989-90  to  over  $122  million  (for  3 projects)  in 
1990-91.  Given  the  present  hospital  and  continuing  care 
facility  needs  and  the  favorable  interest  rate  environ- 
ment, this  heightened  interest  in  issuing  revenue  bonds 
is  expected  to  continue  through  the  1991-1992  fiscal  year. 

Capital  Appreciation  Bonds  — Legislation  passed  by 
the  General  Assembly  in  1987  authorized  the  sale  of  these 
bonds  with  a primary  goal  of  assisting  people  wishing 
to  provide  funds  to  educate  children.  The  bonds,  which 
can  be  purchased  at  a discount,  accumulate  value  until 
maturity  rather  than  paying  interest  each  year.  Investors 
have  actively  pursued  these  bonds  because  of  their  at- 
tractive features  for  educational  and  other  purposes. 
During  the  year,  nine  bond  issues  included  a total  of 
more  than  $37.9  million  in  capital  appreciation  bonds. 

Volume  Cap  Allocation  — Legislation  was  approved 
by  the  1987  Session  of  the  General  Assembly  to  main- 
tain a State  pool  of  the  federal  volume  cap  from  which 
projects  could  be  approved,  thus  giving  maximum  flex- 
ibility in  use  of  the  volume  cap.  For  the  calendar  year 
1990,  the  State  was  allotted  $328.5  million  to  use  for 
private  activity  bonds.  In  1991,  the  volume  cap  will  re- 
main the  same. 

“Triple- A”  General  Obligation  Bond  Ratings  — A 
“Triple-A”  general  obligation  bond  rating  is  the  highest 
attainable  and  reflects  strengths  in  debt  position, 
economic  base,  administrative  variables,  and  financial 
performance.  Standard  & Poor’s  rating  agency  has 
assigned  “Triple-A”  general  obligation  long-term  debt 
ratings  to  states,  counties,  and  cities  throughout  the  en- 
tire United  States;  and  approximately  one  out  of  every 
four  of  those  are  North  Carolina  units.  The  following 
North  Carolina  units  have  “Triple-A”  bond  ratings  issued 
by  Standard  & Poor’s:  the  State  of  North  Carolina;  the 
counties  of  Durham,  Mecklenburg,  and  Wake;  and  the 
cities  of  Charlotte,  Durham,  Greensboro,  Raleigh,  and 
Winston-Salem.  In  addition,  the  Special  Airport  District 
of  Durham  and  Wake  Counties  also  enjoys  a “Triple- 
A”  rating.  To  quote  from  Standard  & Poor’s  Credit 
Surveys:  “The  ‘AAA’  General  Obligation  rating  for 
cities,  counties,  and  states  indicates  that  very  high  stan- 
dards have  been  achieved  and  maintained.” 
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Industrial  Revenue  Bonds  — The  use  of  industrial 
revenue  bonds  has  contributed  to  North  Carolina’s  im- 
pressive record  of  industrial  development.  These  bonds 
provide  tax-exempt  financing  and  are  used  to  attract 
manufacturing  industries  to  the  State.  Since  1976,  there 
have  been  829  issues  totaling  over  $3.5  billion.  In  the 
fiscal  year  ended  June  30,  1991,  20  issues  of  Industrial 
Revenue  and  Pollution  Control  Facilities  Bonds  were  ap- 
proved for  a total  of  $89,970,000.  The  Tax  Reform  Act 
of  1986  significantly  affected  their  issuance  this  year. 
September  was  especially  intense  as  firms  concluded 
issues  that  were  planned  in  anticipation  of  a possible 
September  “sunset”  on  federal  legislation  providing 
for  the  issuance  of  industrial  revenue  bonds.  The 
“sunset”  deadline  subsequently  has  been  extended  to 
December  31,  1991. 

North  Carolina  Educational  Facilities  Finance 
Agency  — The  North  Carolina  Educational  Facilities 
Finance  Agency  (NCEFFA),  created  in  1986  by  the 
General  Assembly,  provides  the  benefits  of  tax-exempt 
financing  to  nonprofit,  private  institutions  of  higher 
education  in  the  State  of  North  Carolina.  This  can  mean 
considerable  savings  in  interest  costs  for  these  institutions 
over  the  life  of  a bond  issue.  Most  capital  projects  under- 
taken by  a college  or  university  can  be  financed  through 
the  Agency  except  for  items  that  are  customarily  deemed 
to  be  current  operating  charges,  facilities  used  as  a place 
of  religious  worship,  and  facilities  used  by  a department 
of  divinity  for  any  religious  denomination. 

Thus  far,  the  Agency  has  provided  over  $267  million 
in  capital  financing  for  seven  different  colleges/univer- 
sities. During  1990-91,  the  Agency  issued  $76,695,000 
(in  two  series)  for  Duke  University  projects  and  $1 
million  for  a Belmont  Abbey  College  project. 

North  Carolina  Clean  Water  Revolving  Loan  and 
Grant  Funds  — The  North  Carolina  Clean  Water 
Revolving  Loan  and  Grant  Fund  was  established  by  the 
1987  General  Assembly  to  provide  low- interest  loans  to 
local  governments  constructing  or  improving  upon  water 
and  sewer  operations.  Demand  for  the  funds  has  far 
exceeded  the  amount  appropriated.  The  intent  is  for  this 
Fund  to  become  self-perpetuating  and  for  a permanent 
water  and  sewer  loan  fund  to  be  made  available. 

The  staff  is  responsible  for  reviewing  the  applicant’s 
fiscal/debt  management  policies,  determining  the 
feasibility  of  the  project,  and  coordinating  the  loan  of- 
fers with  the  Department  of  Environment,  Health,  and 
Natural  Resources.  Maturity  schedules  are  prepared  for 
each  loan,  and  the  staff  oversees  the  signing  of  the 
promissory  notes. 

In  1990-91,  a total  of  seventeen  units  were  selected 
to  receive  loans  ranging  from  $20,500  to  over  $15 
million.  From  our  review,  there  was  no  evidence  that 
these  seventeen  successful  applicants  would  have  been 
excluded  from  selling  general  obligation  bonds  in  the 
marketplace.  (See  Table  7.) 

Special  Obligation  Bonds  — The  Local  Government 
Commission  sold  special  obligation  bonds  for  three  local 
governments  in  North  Carolina  pursuant  to  Chapter 


1591  of  the  General  Statutes.  Chapter  1591  seeks  to  en- 
courage and  assist  units  of  local  government  in  providing 
solid  waste  collection  and  disposal  through  creating  the 
North  Carolina  Solid  Waste  Management  Capital  Proj- 
ects Financing  Agency,  creating  the  Solid  Waste 
Management  Loan  Fund,  and  enabling  financing  of 
solid  waste  projects  by  units  through  the  issuance  of 
special  obligation  bonds  and  notes,  without  proceeding 
through  the  Agency. 

Each  unit  of  local  government  may  agree  to  apply  to 
the  payment  of  a special  obligation  bond  or  note  any 
available  source  or  sources  of  revenues,  except  taxes,  of 
the  unit  and,  to  the  extent  the  generation  of  the  revenues 
is  within  the  power  of  the  unit,  to  enter  into  covenants 
to  take  action  in  order  to  generate  the  revenues.  The 
agreement  to  use  such  sources  to  make  payments  or  such 
covenants  to  generate  revenues  does  not  constitute  a 
pledge  of  the  unit’s  taxing  power. 

One  issue  was  a $1,870,000  project  for  Transylvania 
County  involving  the  construction  of  a leachate  collec- 
tion system,  the  acquisition  and  installation  of  liners, 
construction  of  an  access  road,  and  purchase  of  various 
landfill  equipment.  The  bonds  privately  sold  at  interest 
rates  ranging  from  5.9%  to  6.2%. 

A second  issue  for  Macon  County  of  $2,180,000  was 
for  the  construction  of  the  first  5-acre  cell  of  a new  land- 
fill, with  the  corresponding  leachate  collection  system, 
the  construction  of  a building,  and  the  purchase  of  scales 
for  the  facility. 

A third  issue  for  the  City  of  High  Point  of  $6,200,000 
was  for  the  construction,  acquisition,  and  equipping  of 
a recycling  center  and  landfill  improvements,  including 
the  construction  of  a leachate  collection  system,  treat- 
ment systems,  closure  improvements,  and  acquisition 
and  installation  of  liners.  The  sale  of  the  bonds  was 
authorized  by  the  Local  Government  Commission  in 
June  1990,  and  the  bonds  subsequently  were  sold  in 
August  1990. 

Fiscal  Management 

Policies  Manual  Issued  — The  staff  published  the 
Policies  Manual  for  units  of  government.  Procedures 
from  the  Uniform  Local  Government  Accounting 
Systems  and  Procedures  Manual  currently  in  use  by 
municipalities  and  counties  were  restructured  to  delete 
obsolete  portions  and  to  incorporate  additional  informa- 
tion including:  1)  applicable  legislative  changes  and  new 
legislation  enacted  since  the  currently  used  procedures 
were  written,  2)  information  included  in  L.G.C. 
memoranda,  publications,  and  technical  memoranda, 
3)  accounting  changes  that  have  been  mandated  and/or 
suggested  by  authoritative  bodies  (e.g.,  GASB,  FASB, 
GAO,  etc.),  and  4)  other  accounting  related  issues  not 
included  in  the  currently  used  procedures.  New  policies 
that  were  not  in  the  procedures  manual  were  prepared 
for  inclusion  in  the  policies  manual. 

Sections  of  the  manual  include  the  Nine-Digit  Chart 
of  Accounts;  Budgeting;  Revenue  Sources;  Fixed  Assets; 
Inventories;  Cash  Management;  Purchasing;  Travel; 
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Tax  Assessment,  Billing,  and  Collection;  Ledgers  and 
journals;  Interim  Financial/Management  Reporting  and 
Monthly  Closings;  Annual  Audit  and  Financial  Report- 
ing; Grants  and  Grant  Accounting;  and  Internal 
Controls. 

Capital  Planning  and  Finance  Conferences  — The 
staff,  in  conjunction  with  the  Institute  of  Government, 
Electricities  of  North  Carolina,  and  the  North  Carolina 
League  of  Municipalities,  sponsored  three  conferences 
in  the  fall  of  1990  on  capital  planning  and  finance.  With 
the  pressing  growth  of  infrastructure  needs  and  related 
complex  financing  strategies,  the  process  of  capital  plan- 
ning has  become  more  difficult  for  local  governments 
to  manage.  The  conferences,  which  were  very  successful, 
addressed  the  implementation  of  long-term  planning  and 
the  various  financing  alternatives  available  to  local 
governments. 

Local  Government  Statistical  Profiles  Issued  — In 
May  of  1991,  the  staff  completed  the  Fiscal  Summary  of 
North  Carolina  Counties  and  the  Fiscal  Summary  of 
North  Carolina  Municipalities,  which  provide  com- 
parative financial  information  for  county  and  municipal 
governments.  The  summaries  are  the  result  of  a joint  ef- 
fort by  the  Department  of  State  Treasurer,  the  Associa- 
tion of  County  Commissioners,  and  the  League  of 
Municipalities  to  present  a collection  of  financial  data 
for  analysis  by  local  government  officials.  These  sum- 
maries are  targeted  primarily  towards  elected  and  ap- 
pointed officials  of  local  governments  for  use  during  the 
annual  budget  process.  The  use  of  graphs  should  enhance 
the  summaries’  usefulness  to  board  members,  the  general 
public,  and  the  news  media. 

The  Fiscal  Summary  of  North  Carolina  Counties  is 
organized  into  three  sections  to  facilitate  different  levels 
of  analysis.  The  first  section  presents  a financial  over- 
view of  county  governments  for  the  last  three  fiscal  years, 
including  statewide  and  population  grouping  statistics. 
The  second  section  provides  comparative  financial  in- 
formation for  individual  local  governments  primarily 
through  the  use  of  graphs.  It  includes  information  about 
their  revenues,  expenditures,  property  taxes,  and 
available  fund  balance.  The  last  section  provides  a sum- 
mary of  supplemental  tax  levies  for  local  school  districts. 

The  Fiscal  Summary  of  North  Carolina  Municipalities 
is  more  summarized.  It  presents  a financial  overview  of 
municipal  governments  for  the  last  three  fiscal  years,  in- 
cluding statewide  and  population  grouping  statistics. 

All  of  the  above  information  will  assist  in  comparing 
current  operations  of  a local  government  to  its  own  past 
performance,  to  similar  local  governments,  and  to 
statewide  averages.  The  comparison  should  identify  in- 
efficiencies, areas  of  excess  expenditures,  and  untapped 
revenue  sources.  These  publications  are  updated  on  an 
annual  basis. 

The  North  Carolina  Cash  Management  Trust  — The 
balance  of  the  Cash  Fund  in  the  North  Carolina  Cash 
Management  Trust  (NCCMT)  grew  approximately 
32.4%  from  June  30,  1990,  to  June  30,  1991.  At  fiscal 
year-end,  the  Cash  Fund  totaled  $1.44  billion,  while  the 


Term  Portfolio  had  a year-end  balance  of  $83  million. 
There  were  496  participants  in  the  Cash  Fund  at 
June  30,  1991,  as  compared  to  475  one  year  earlier.  The 
number  of  participants  in  the  Term  Portfolio  remained 
unchanged  at  93.  The  NCCMT  is  one  of  the  largest  local 
government  investment  pools  in  the  nation. 

The  amount  of  funds  transferred  over  the  Govern- 
mental Moneys  Transfer  System  (GMTS)  for  the  fiscal 
year  ended  June  30,  1991,  was  approximately  $1.56 
billion,  representing  a 5.2%  increase  over  the  prior  year. 
This  system  provides  for  an  efficient  transfer  of  funds 
between  the  State  and  local  governments  and  ensures 
that  moneys  are  constantly  invested,  resulting  in  no  loss 
of  interest  earnings.  These  distributions  consisted  of  sales 
and  use  taxes,  utility  franchise  taxes,  Powell  Bill  funds, 
intangibles  taxes,  and  various  other  taxes  and  program- 
matic revenues. 

State  Treasurer’s  Electronic  Payments  System 
(STEPS)  — In  April  1991,  a new  system  was  im- 
plemented for  remitting  monthly  retirement  contribu- 
tions to  the  State.  The  new  system,  “State  Treasurer’s 
Electronic  Payments  System”  (STEPS),  utilizes  the 
federal  government’s  Automated  Clearing  House  (ACH) 
system  for  remitting  payments.  The  GMTS  pilot  par- 
ticipants are  the  first  units  participating  in  the  program. 
Under  the  new  system,  the  pilot  participants  have  the 
option  of  using  a local  bank  account  or  a North  Carolina 
Cash  Management  Trust  (NCCMT)  account  for  the 
monthly  submission  of  their  retirement  payments.  The 
participating  units  complete  an  “Authorization  for  ACH 
Debit  Entries”  form  specifying  the  account  they  would 
like  to  utilize.  Payments  are  then  initiated  by  the  units 
by  phone  on  the  day  prior  to  the  established  due  date 
of  the  payment.  Each  unit  is  given  a verification  number 
as  proof  that  the  payment  has  been  initiated.  Once  the 
payment  remittance  data  is  captured,  the  Treasurer’s  of- 
fice submits  the  ACH  file  to  the  federal  government’s 
ACH  system,  and  funds  are  transferred  on  the  due  date. 
Once  the  testing  of  the  pilot  program  is  completed,  other 
local  units  may  use  STEPS  as  a method  of  remitting 
retirement  contributions.  Eventually,  the  STEPS  pro- 
gram will  be  expanded  to  include  other  local-to-State 
remittances,  with  all  local  governments  and  public 
authorities  having  the  opportunity  to  participate. 

Illustrative  Comprehensive  Annual  Financial  Report 
(CAFR)  — In  cooperation  with  the  Institute  of  Govern- 
ment at  the  University  of  North  Carolina  at  Chapel  Hill, 
the  staff  prepared  an  illustrative  CAFR  for  a North 
Carolina  county.  The  staff  received  input  from  CPAs 
and  public  officials  across  North  Carolina  and  incor- 
porated many  of  their  recommendations  into  the  final 
report.  Also,  the  CAFR  received  an  informal  review 
from  the  Government  Finance  Officers  Association  for 
compliance  with  the  requirements  of  its  Certificate  of 
Achievement  for  Excellence  in  Financial  Reporting  pro- 
gram. The  illustrative  CAFR  was  published  by  the  In- 
stitute of  Government,  which  will  utilize  it  as  supporting 
material  for  educational  programs. 
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Review  of  Semi-annual  Reports  of  Cash  Balance  — 
The  semi-annual  Reports  of  Cash  Balance  for  the  six 
months  ended  June  30,  1990,  and  December  31,  1990, 
submitted  by  local  governments  and  public  authorities, 
have  been  examined  by  the  staff  of  the  Division.  The 
reports  are  reviewed  to  determine  strengths  and 
weaknesses  in  the  units’  investment  portfolios  and  to 
identify  instances  of  noncompliance  with  the  North 
Carolina  General  Statutes.  Weaknesses  are  com- 
municated in  writing  to  the  units  along  with  suggestions 
for  improvement. 

Analysis  of  Hospital  Operations  and  Financing  — 
Two  statistical  reports  related  to  public  hospital  opera- 
tions and  financing  by  counties  and  municipalities  were 
prepared.  The  first  of  these  was  a report  on  specific 
operating  statistics  for  public  hospitals  for  the  past  five 
fiscal  years.  This  report  included  information  compiled 
from  hospital  audit  reports  on  net  working  capital,  total 
revenues  and  expenses,  fund  equity,  quick  ratio,  and  net 
income.  The  second  report  provided  data  on  municipal 
and  county  funding  of  public  hospitals  during  the  past 
fiscal  year.  These  summaries  were  developed  to  analyze 
public  hospital  operations  and  to  assess  these  organiza- 
tions’ needs  for  additional  funding. 

Audit  Manual  for  Governmental  Auditors  — The 
audit  manual  is  issued  to  CPAs  performing  government- 
al audits  in  North  Carolina.  It  contains  the  following: 
references  to  authoritative  sources  and  literature,  sam- 
ple internal  control  questionnaires  and  audit  program 
guides,  illustrative  financial  statements,  sample  indepen- 
dent auditor’s  reports  and  single  audit  reports, 
memoranda  and  publications,  and  compliance  sup- 
plements written  by  State  agencies  for  various  federal 
and  State  grants.  The  State  Single  Audit  legislation  man- 
dates the  preparation  of  compliance  supplements  by 
State  agencies,  their  review  and  approval  by  the  State 
Auditor,  and  issuance  by  the  Division.  In  addition,  the 
manual  is  updated  each  year  to  reflect  Governmental 
Accounting  Standards  Board  (GASB)  pronouncements 
issued  during  the  year  and  other  newly  available 
information. 

Audit  Review  Process  — The  staff  of  the  Division  an- 
nually reviews  the  audit  reports  of  approximately  1,000 
units  of  local  government.  Each  review  consists  of  the 
following:  an  analysis  of  proper  presentation  of  the 
financial  statements  in  accordance  with  generally  ac- 
cepted accounting  principles;  an  analysis  of  proper 
reporting  in  accordance  with  single  audit  requirements, 
where  applicable;  and  an  evaluation  of  the  financial  con- 
dition of  the  unit  and  its  compliance  with  The  Local 
Government  Budget  and  Fiscal  Control  Act.  As  a follow- 
up to  reviews  where  problems  are  noted,  local  govern- 
ments and  public  authorities,  as  well  as  their  indepen- 
dent auditors,  receive  written  communication  expressing 
the  staff’s  concerns,  suggestions  for  improvements,  and 
an  offer  of  further  assistance  if  needed.  Also,  memoranda 
are  enclosed  when  appropriate  as  a means  of  providing 
additional  assistance  on  topics  such  as  collecting  delin- 
quent property  taxes,  consolidating  the  property  tax  bill- 
ing and  collecting  functions,  budgeting  and  related 


issues,  and  internal  controls.  A response  detailing  the 
unit’s  plans  to  take  corrective  action  is  requested.  Ap- 
proximately 362  of  these  letters  were  sent  to  units  of  local 
government  during  the  1990-91  fiscal  year. 

As  a part  of  the  audit  review  process,  the  Division’s 
staff  reviewed  approximately  700  single  audits.  An  ex- 
tensive review  is  performed  to  ensure  that  audits  per- 
formed under  the  Federal  and  State  Single  Audit  Acts 
meet  all  the  provisions  of  the  law  as  well  as  federal  and 
State  requirements.  This  is  necessary  before  auditors’  in- 
voices can  be  approved  so  that  State  departments  and 
agencies  can  rely  on  the  reports  as  a basis  for  compliance 
with  applicable  federal  and  State  regulations.  Because 
of  the  complexity  of  the  single  audit  reports,  a draft 
review  process  has  been  implemented  to  provide 
guidance  to  auditors  before  the  final  reports  are  issued. 
During  1990-91,  239  drafts  were  reviewed. 

Memoranda  — The  preparation  and  distribution  of 
memoranda  to  units  of  local  government  and  their  in- 
dependent auditors  is  a significant  service  provided  by 
the  staff  of  the  Division.  Memoranda  are  of  an  infor- 
mational, technical,  or  statistical  nature.  They  are 
distributed  periodically  throughout  the  year  to  elected 
officials,  finance  officers,  and  local  government  indepen- 
dent auditors. 

Several  memoranda  dealt  with  topics  of  current 
significance  within  the  accounting  and  governmental 
communities.  These  topics  included  findings  based  on 
the  staff s review  of  audits  for  the  previous  fiscal  year, 
procedures  regarding  contracts  to  audit  accounts  and  ap- 
proval of  invoices,  qualifications  and  quality  control 
standards  for  auditors  performing  audits  under  the 
Government  Auditing  Standards,  collateralization  of 
public  deposits,  local  government  budgetary  actions 
necessitated  by  the  State’s  changing  budgetary  situation, 
adoption  of  an  interim  budget  ordinance,  GMTS 
distribution  schedules,  and  updated  lists  of  Option  2 
financial  institutions.  The  L.G.G.  Bulletin,  an  annual 
publication  that  touches  a variety  of  topics,  was  issued 
in  late  spring. 

Other  memoranda  distributed  by  the  staff  throughout 
the  year  contain  statistical  data  of  use  to  the  govern- 
mental units  and  their  independent  auditors.  Examples 
include  a report  and  analysis  of  cash  and  investments 
of  governmental  units  as  reported  at  June  30,  1990; 
reports  on  hospital  operations  and  funding  and  county 
spending  for  public  school  capital  outlay;  statistical  in- 
formation on  electric  system  operations;  and  statistical 
information  on  the  ability  of  municipalities  to  finance 
future  capital  improvements  of  water  and  sewer  systems. 
Governmental  units  may  use  these  reports  to  compare 
their  operations  to  those  of  other  units  of  like  size  or 
geographic  location,  or  to  statewide  averages.  Indepen- 
dent auditors  use  this  information  to  assist  in  the  audit 
process. 

Illustrative  Financial  Statements  for  Public  Housing 
Authorities  and  Soil  and  Water  Conservation 
Districts  — The  staff  has  issued  illustrative  financial 
statements  for  these  governmental  units.  Both  sets  of 
illustrative  financial  statements  are  now  included  in  the 
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Audit  Manual  for  Governmental  Auditors.  The  finan- 
cial statements  for  a public  housing  authority  received 
a limited  review  from  various  CPAs  and  officials  of 
public  housing  authorities.  The  financial  statements  for 
a soil  and  water  conservation  district  operating  as  a 
public  authority  were  reviewed  by  representatives  of  the 
Department  of  Environment,  Health,  and  Natural 
Resources  and  various  CPAs  before  issuance. 

Projects  in  Progress 

Installment  and  Lease  Purchase  Financings  — Pro- 
cedures are  in  process  to  develop  competitive  offering 
statements  for  use  in  these  financings.  Since  the  1989 
Session  of  the  General  Assembly  expanded  the  statutory 
authority  in  G.S.  160A-20,  use  of  this  statute  has  become 
commonplace.  Competitive  sales  should  result  in  lower 
interest  rates  on  these  financings. 

Innovative  Financings  — The  Division  continues  to 
receive  many  requests  from  units  of  local  government 
in  areas  of  non-traditional  financing.  Many  of  these 
financings  have  characteristics  of  “borrowing  money;” 
therefore,  each  case  has  to  be  reviewed  in  light  of 
statutory  constraints  that  require  voter  approval. 


Guidelines  and  application  forms  have  been  drafted  as 
a result  of  H.  B.  960  enacted  by  the  1989  Session  of  the 
General  Assembly.  A desk  reference  on  alternative 
methods  of  financing  also  is  currently  being  finalized. 

Policies  Manual  Update  — Following  the  initial 
publication  of  the  Policies  Manual  for  units  of  govern- 
ment, the  staff  continued  to  work  on  additional  sections 
to  be  added  to  the  policies  manual.  Additional  sections 
of  the  manual  that  will  soon  be  distributed  (at  no  extra 
cost)  are  the  Seven-Digit  Chart  of  Accounts,  Payroll, 
User  Fees,  Insurance  and  Risk  Management,  Capital 
Planning  and  Finance,  Cash  Management  Policy,  and 
Miscellaneous  Topics. 

Review  of  Revenue  Bonds  — The  staff  is  developing 
a microcomputer  program  to  identify  when  reports  from 
revenue  bond  issuers  are  due,  indicate  items  to  be 
checked  for  compliance  with  bond  covenants,  and  en- 
sure prompt  follow-up  of  late  reports.  This  program 
should  improve  the  Division’s  procedures  for  reviewing 
reports  submitted  by  issuers  of  revenue  bonds  by  per- 
mitting faster  identification  of  issuers  who  are  not  in 
compliance  with  bond  covenants  or  are  experiencing 
financial  difficulties. 
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Retirement  Systems 
Division 


The  Retirement  Systems  Division  of  the  Department 
of  State  Treasurer  administers  the  statutory  retirement 
and  fringe  benefit  plans,  as  authorized  by  the  General 
Assembly  of  North  Carolina,  which  cover  the  State’s 
public  employees.  The  administration  of  the  several 
retirement  systems  requires  a high  level  of  fiduciary 
responsibility  for  the  employees’  trust  funds  with  pru- 
dent, honest  and  efficient  use  of  employees’  and  tax- 
payers’ contributions.  The  public  purpose  of  the  existence 
of  retirement  systems  and  benefit  plans  is  to  recruit  and 
retain  competent  employees  for  a career  in  public  ser- 
vice, and  provide  a replacement  income  for  retirement, 
disability,  or  at  death  for  an  employee’s  survivors.  The 
organizational  structure  below  shows  the  functional  ar- 
rangement of  the  tasks  performed  in  this  Division. 


Table  of  Organization 


Operational  Highlights 

• Presented  recommendations  and  draft  legislation  to 
the  1991  Session  of  the  General  Assembly  which  resulted 
in  the  enactment  of  laws  to:  (1)  provide  for  a penalty 


to  be  paid  by  employers  of  the  Teachers’  and  State 
Employees’  Retirement  System  and  Local  Government- 
al Employees’  Retirement  System  that  do  not  remit  con- 
tributions on  a timely  basis;  (2)  clarify  the  definition  of 
“compensation”  in  the  Teachers’  and  State  Employees’ 
Retirement  System  and  the  Local  Governmental 
Employees’  Retirement  System;  (3)  increase  the  number 
of  years  that  may  be  credited  in  the  Teachers’  and  State 
Employees’  Retirement  System  while  on  educational 
leave;  (4)  increase  the  maximum  number  of  unused  sick 
leave  days  that  may  be  counted  as  creditable  service  in 
the  Local  Governmental  Employees’  Retirement  System; 
(5)  conform  the  retirement  benefit  pay  date  of  the 
Registers  of  Deeds’  Pension  Fund;  (6)  lower  the  number 
of  years  to  qualify  for  a benefit  from  the  Registers  of 
Deeds’  Pension  Fund,  and  increase  the  maximum  benefit 
payable  therefrom. 

• Reorganized  the  Retirement  Systems  Division  so  as  to 
foster  a more  functional  alignment  of  responsibilities, 
and  a team  approach  to  management. 

• Acquired  a computer  inquiry  program  to  allow  access 
to  a monthly  breakdown  of  the  last  five  years  of  salary 
in  order  to  expedite  calculations  of  benefits. 

• Developed  a new  computer  program  that  calculates 
estimates  of  retirement  benefits  and  provides  a detailed 
statement. 

• Increased  utilization  of  direct  deposit  of  monthly 
benefit  payments  from  45,071  (51.8  % of  total)  to  59,586 
(65.5%  of  total). 

• Established  approximately  40,000  new  active  member 
accounts. 

• Processed  benefits  for  more  than  5,500  new  retirees. 

The  Basic  Functions 

The  retirement  plans  administered  by  this  Division  are 
the: 

• Teachers’  and  State  Employees’  Retirement  System 

• Local  Governmental  Employees’  Retirement  System 

• Consolidated  Judicial  Retirement  System 

• Legislative  Retirement  System 

The  systems  are  governed  by  two  Boards  of  Trustees. 
The  State  Treasurer  is  ex-officio  Chairman  of  each  board. 
The  board  of  the  Teachers’  and  State  Employees’  Retire- 
ment System  is  composed  of  14  actively  working 
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employees,  retirees  and  public  members.  The  Local 
Governmental  Employees’  Retirement  System  board, 
while  legally  separate,  is  composed  of  the  same  14 
members  plus  3 members  representing  local  govern- 
ments. The  Board  of  Trustees  of  the  Teachers’  and  State 
Employees’  Retirement  System  is  the  governing  board 
of  the  Consolidated  Judicial  and  Legislative  Retirement 
Systems. 

In  addition  to  the  retirement  systems  administered 
through  this  Division,  responsibility  for  administration 
of  other  programs  covers  the: 

• Public  Employees’  Social  Security  Agency 

• Disability  Income  Plan 

• Legislative  Retirement  Fund 

• National  Guard  Pension  Plan 

• Teachers’  and  State  Employees’  Benefit  Trust 

• Supplemental  Retirement  Income  Plan 

• Registers  of  Deeds’  Supplemental  Pension  Fund 

• Contributory  Death  Benefit  for  Retired  Members 

All  retirement  systems  and  other  programs  ad- 
ministered by  this  Division  are  operated  on  a calendar 
year  basis  from  January  1 to  December  31,  rather  than 
the  State’s  fiscal  year.  For  this  reason,  all  data  shown 
for  the  Division  are  for  the  captioned-year  ending 
December  31,  unless  otherwise  indicated. 

The  administrative  expenses  of  the  Division  for  the 
retirement  systems  are  paid  by  receipts  from  the  systems 
based  on  the  ratio  of  members  in  each  system  to  the  total 
universe  of  members  of  all  systems.  Receipt  support  from 
other  programs  pays  for  their  cost  of  administration 
based  on  a cost-center  analysis. 

General  Administration 

The  Director  and  his  immediate  staff  are  responsible 
for  the  overall  general  operation  of  the  Division,  and 
carry  out  the  policies  and  directives  of  the  State 
Treasurer  and  the  governing  boards.  They  provide: 
assistance  to  legislators  and  committees  of  the  General 
Assembly,  including  the  drafting  of  proposed  legislation 
and  the  acquisition  of  53  actuarial  notes  for  each  in- 
troduced bill;  response  to  news  media  inquiries;  action 
on  administrative  appeals  by  individual  members  of  the 
retirement  systems;  a working  relationship  with  associa- 
tions and  organizations  of  employees  and  employers;  and 
information  to  State  departments,  agencies  and  institu- 
tions, and  local  governments.  The  staff  provides 
assistance  to  local  governments  for  Social  Security 
coverage  and  acts  as  liaison  between  the  State  and  the 
Social  Security  Administration.  The  staff  also  performs 
planning  and  research  functions,  and  directs  special 
projects. 

Benefits  Section 

As  part  of  the  functional  realignment  of  our  organiza- 
tion, the  Benefits  Processing  Section  and  Disability  Sec- 
tion were  combined  to  create  the  “Benefits  Section.” 

This  Section  is  responsible  for  the  administration  and 
determination  of  eligibility  for  monthly  retirement 
allowances  for  all  retirement  systems  governed  by  the 


Boards  of  Trustees  and  administered  by  this  Depart- 
ment. Responsibilities  include  the  calculation  and  pro- 
cessing of  payments  of  all  retirement  allowances  under 
the  various  systems. 

The  calculation  of  monthly  retirement  estimates  for 
future  retirees  is  also  a duty  of  this  Section.  Respon- 
sibilities include  service  and  salary  projections  to  an  an- 
ticipated date  of  retirement. 

The  administration  and  determination  of  disability 
benefits  through  the  Systems’  Medical  Board  under  the 
provisions  of  the  Disability  Income  Plan  for  teachers  and 
State  employees,  and  the  determination  of  eligibility  for 
disability  benefits  from  the  other  retirement  systems  are 
incumbent  upon  this  Section.  Responsibilities  include  the 
calculation  and  payment  of  monthly  disability  benefits 
as  well  as  the  calculation  and  payment  of  reim- 
bursements for  short-term  disability  benefits  paid  by  the 
various  employers  under  the  provisions  of  the  Disability 
Income  Plan. 

The  various  death  benefit  programs  related  to  the 
Teachers’  and  State  Employees’  Retirement  System,  the 
Local  Governmental  Employees’  Retirement  System, 
and  the  Separate  Insurance  Benefits  Fund  are  managed 
by  this  Section.  Responsibilities  include  the  calculation 
and  payment  of  death  benefits,  return  of  member  con- 
tributions, survivor  alternate  benefits,  and  Option  One 
lump-sum  payments.  Beneficiary  changes  for  deceased 
retired  members,  who  selected  an  optional  payment  plan 
at  retirement  that  provides  for  a beneficiary  after  death 
of  the  member  are  handled  here  also. 

This  Section  is  responsible  for  the  administration  of 
the  Contributory  Death  Benefit  Plan  for  Retired 
Members  including  the  notification  of  eligibility  under 
the  Plan,  enrollment  of  members  electing  coverage,  col- 
lection of  the  required  contributions,  and  payment  of 
the  death  benefits. 

This  Section  is  also  responsible  for  the  calculation  and 
the  payment  of  returns  of  accumulated  contributions  to 
terminated  employees. 

The  calculation  of  service  purchase  costs  under  the 
provisions  of  the  various  retirement  systems  administered 
by  this  Division  is  handled  by  this  Section. 

Accounting/Data  Control  Section 

One  major  responsibility  of  this  Section  is  receiving 
and  processing  payroll  contribution  reports  from  over 
1,500  participating  State  and  local  units  of  government. 
Contribution  information  from  these  payroll  reports  is 
electronically  posted  to  the  individual  accounts  for  about 
385,000  members.  Maintaining  the  accounting  records 
for  the  Retirement  Systems  is  also  the  responsibility  of 
this  Section. 

A brief  description  of  the  other  functions  performed 
by  this  Section  are  as  follows: 

Retirees’  Insurance  — Receipt  and  processing  of 
enrollment  applications  and  coverage  change  requests 
for  more  than  68,000  retirees. 

EFT  Accounts  /Address  Changes  — Receipt  and  pro- 
cessing of  Electronic  Funds  Transfer  account  application 
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and  changes  to  EFT  accounts.  Over  59,000  retirees’ 
benefits  are  processed  through  EFT.  Also,  all  address 
change  requests  for  retirees  are  processed  in  this  Section. 

Batch  Posting  and  Systems  Transfers  — Depositing 
and  recording  of  special  member  contributions  and 
transfer  of  funds  between  systems. 

Error  Checking  — Correction  of  errors  detected  by 
computer  edit  in  the  processing  of  employers’  payroll 
reports.  Over  34,000  errors  are  detected  and  corrected 
in  a typical  year. 

Member  Services  Section 

This  Section  handles  written  and  telephone  com- 
munications with  members  and  employers  participating 
in  the  retirement  systems,  and  other  benefit  programs, 
responding  to  myriad  questions  about  fringe  benefits. 
Accordingly,  during  the  past  year  approximately  44,800 
letters  were  written  in  this  Section  and  approximately 
200,000  telephone  communications  were  handled.  In  ad- 
dition, annual  preretirement  planning  seminars  are  con- 
ducted by  the  staff  of  this  Section,  as  well  as  retirement 
and  fringe  benefit  conferences  at  the  request  of 
employers  and  employee  associations.  All  visitors  to  the 
Division  requiring  individual  counseling  about  their 
benefits  are  referred  to  this  Section.  More  than  6,600  per- 
sons were  interviewed  during  the  past  12  months. 

Another  important  function  of  this  Section  is  coordi- 
nating the  participation  of  local  government  employers 
electing  to  become  members  of  the  Local  Government- 
al Employees’  Retirement  System.  This  involves  meetings 
with  local  governing  bodies,  collecting  data  for  transmis- 
sion to  the  Actuary,  enrollment  of  eligible  employees  and 
explanation  of  monthly  reporting  procedures.  Ancillary 
to  this  function  is  assistance  to  local  governments  in  the 
adoption  of  tax  shelter  and  death  benefit  coverage 
agreements. 

Records  Section 

This  Section  maintains  custody  of  and  updates  all 
member  and  employer  record  files.  An  on-going  func- 
tion of  this  Section  is  the  duplication  of  members’  files 
into  a microfiche  system,  and  the  conversion,  as  a long- 
term project,  of  members’  and  other  files  to  the 
microfiche-based  records  system. 

Significant  Accomplishments 

Legislation 

Prior  to  the  convening  of  the  1991  Session  of  the 
General  Assembly,  the  Director  and  staff  identified  all 
proposals  for  benefit  enhancements  and  changes  recom- 
mended by  the  various  associations  of  educators, 
employees  and  retirees.  Also  identified  were  measures 
to  enhance  administrative  ability.  Cost  estimates  for  the 
recommendations  were  acquired  from  the  Division’s 
consulting  actuary.  The  staff  then  assisted  the  State 
Treasurer  and  the  Retirement  Systems’  Boards  of 
Trustees  in  the  formulation  of  their  legislative 
recommendations. 

During  the  1991  Session,  the  Director  and  staff  pro- 
vided technical  assistance  and  bill  drafting  services  for 


the  standing  Senate  and  House  Committees  on  Pensions 
and  Retirement  and  communicated  the  Boards  of 
Trustees’  recommendations.  The  staff  also  acquired,  as 
provided  by  State  law,  53  actuarial  notes  disclosing  the 
fiscal  impact  of  every  bill  introduced  which  affected  a 
State-administered  retirement  system  or  pension  plan. 

Recommendations  of  benefit  and  administrative 
enhancements  by  the  Boards  of  Trustees  which  were 
acted  upon  favorably  by  the  General  Assembly  were 
to:  (1)  provide  for  a penalty  to  be  paid  by  an  employer, 
participating  in  the  Teachers’  and  State  Employees’ 
Retirement  System  or  the  Local  Governmental 
Employees’  Retirement  System,  on  account  of  delinquent 
employee  and  employer  contributions,  equal  to  1 % of 
the  contributions  due,  with  a minimum  of  $25.00  per 
month;  (2)  clarify  the  definition  of  “compensation”  in 
the  Teachers’  and  State  Employees’  Retirement  System 
and  the  Local  Governmental  Employees’  Retirement 
System,  to:  (i)  include  all  wages  and  salaries  prior  to  any 
reductions  pursuant  to  Sections  125,  401  (k),  403(b), 
414(h)(2),  and  457  of  the  Internal  Revenue  Code  and, 
(ii)  exclude  payments  made  as  reimbursement  for  ex- 
penses, housing  or  other  allowances  not  classified  as 
salary:  (3)  increase  in  the  Teachers’  and  State  Employees’ 
Retirement  System,  the  career  maximum  from  four  to 
six  years  for  purposes  of  member  contributions  on  ac- 
count of  interrupted  employment  while  in  pursuit  of  an 
educational  program;  (4)  increase  the  maximum  number 
of  days  from  10  to  12  for  each  year  of  prior  and  member- 
ship service  that  may  be  recognized  by  the  Local 
Governmental  Employees’  Retirement  System  for  pur- 
poses of  additional  creditable  service  on  account  of  un- 
used sick  leave,  for  retirements  effective  on  and  after 
July  1,  1991;  (5)  change  the  date  of  payment  of  benefits 
under  the  Registers  of  Deeds’  Supplemental  Pension 
Fund  to  the  same  business  day  of  each  month  on  which 
benefits  are  paid  from  the  Local  Governmental 
Employees’  Retirement  System,  and;  (6)  allow  registers 
of  deeds  who  retire  on  or  after  July  1,  1991,  with  at  least 
10  years  of  eligible  service  to  be  entitled  to  receive  a 
monthly  pension  from  the  Fund,  and  change  the  maxi- 
mum benefit  from  the  Fund  when  added  to  the  benefit 
from  the  Local  Governmental  Employees’  Retirement 
System,  or  equivalent  locally  sponsored  plan,  to  the 
greater  of  75%  of  a register  of  deed’s  equivalent  annual 
salary  immediately  preceeding  retirement  computed  on 
the  latest  monthly  base  rate,  to  a maximum  of  $1,200. 

The  cost  of  these  amendments  was  covered  by  reserves 
from  the  unencumbered  actuarial  gains  of  the  retirement 
systems. 

Communications 

The  Research  and  Planning  Officer  in  conjunction 
with  other  staff  has  revised  14  forms  for  purposes  of 
enrollment  in  various  systems,  changing  beneficiaries, 
selecting  an  option,  service  purchases,  applying  for 
refunds,  and  other  related  matters,  to  help  us  provide 
better  service  to  our  members.  A brochure  entitled 
“Things  Retirees  Need  to  Know”  was  also  completed  for 
distribution  to  provide  topical  information  for  new 
retirees. 
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The  appropriate  legislative  and  procedural  changes 
were  updated  in  four  new  handbooks  for  general 
employees  and  law  enforcement  officers  of  both  the 
Teachers’  and  State  Employees’  Retirement  System,  and 
Local  Governmental  Employees’  Retirement  System  and 
distributed  in  the  fall  of  1990.  In  addition,  a new  hand- 
book was  published  for  the  Legislative  Retirement 
System  on  January  2,  1991. 

We  have  commenced  writing  a Teachers’  and  State 
Employees’  Retirement  System  Employer  Manual  to  be 
provided  to  all  employers  as  a tool  in  assisting  new 
members  and  handling  personnel  matters  relating  to  the 
Retirement  System. 

Subsequent  to  adjournment  of  the  General  Assembly, 
a digest  of  all  legislative  changes  was  provided  to  all 
employing  units  and  employee  associations.  In  addition, 
Divisional  staff  contributed  various  articles  which  were 
published  in  the  publications  of  the  State  Employees’ 
Association,  the  North  Carolina  Association  of 
Educators,  the  Retired  Governmental  Employees’ 
Association,  and  other  organizations. 

The  staff  of  the  Member  Services  Section  worked  with 
the  staff  of  the  State  Agency  for  Public  Telecommunica- 
tions in  revising  the  video  and  audio-visual  (sound/slide) 
programs  utilized  for  several  years  by  the  State  and  Local 
Retirement  Systems.  These  programs,  which  can  be  used 
by  anyone  to  explain  the  basic  benefits  structure  of  those 
Retirement  Systems,  are  especially  suited  to  the  infor- 
mational requirements  of  members  nearing  retirement 
age.  Videos  and  sound/ slide  programs  are  used  in  the 
Division’s  statewide  preretirement  counseling  meetings 
which  are  publicized  throughout  the  State  by  the  press, 
radio,  and  television.  In  the  spring  of  1991,  the  Member 
Services  staff  conducted  38  of  these  meetings  statewide 
with  over  3,000  members  in  attendance.  In  addition  to 
the  Division’s  sponsored  meetings,  the  staff  also  par- 
ticipated in  over  40  other  meetings,  seminars,  benefits 
fairs  and  conferences  relating  to  retirement  benefits,  ex- 
cluding PREPARE  workshops. 

The  Division  continued  its  joint  venture  with  the 
Office  of  State  Personnel  and  the  community  college 
system  in  the  PREPARE  workshop  program.  This  pro- 
gram covers  legal,  health,  financial,  housing  and  family 
aspects  as  they  pertain  to  retirement.  During  the  past 
year,  74  PREPARE  workshops  were  conducted  with 
more  than  1,850  employees  in  attendance. 

Functional 

For  the  Teachers’  and  State  Employees’  Retirement 
System  and  Local  Governmental  Employees’  Retirement 
System,  the  Division’s  Benefits  Section  paid  18,381 
refunds  of  contributions  to  members  who  had  ter- 
minated covered  employment  and  5,536  new  monthly 
retirement  allowances. 

The  Division  conducted  a highly  successful  compaign, 
beginning  February  1,  1991,  to  induce  as  many  as  possi- 
ble of  the  42,945  retirees  under  our  various  retirement 
systems,  who  were  receiving  their  monthly  benefit 
payments  in  the  form  of  paper  checks,  to  convert  to 
direct  deposit  of  their  benefit  payment  to  their  checking 


or  savings  accounts;  and,  instituted  a policy,  beginning 
March  1,  1991,  of  automatically  placing  the  benefit 
payments  of  all  new  retirees  on  direct  deposit.  These  ef- 
forts were  so  effective  that  between  February  1,  1991, 
and  June  30,  1991,  the  benefit  payments  of  12,973 
retirees  were  added  to  our  direct  deposit  group  thereby 
bringing  the  total  number  of  monthly  payments  made 
by  direct  deposit  to  59,586.  The  annualized  savings  to 
the  State,  relative  only  to  the  benefit  payments  placed 
on  direct  deposit  during  the  five-month  period  referred 
to  herein,  is  estimated  to  be  approximately  $29,000. 

The  Division  continued  a program  to  contact  vested 
deferred  members  who  were  eligible  for  retirement 
benefits  as  a result  of  legislation  which  was  enacted  into 
law  by  the  1987  Session  of  the  General  Assembly  which 
permitted  the  retirement  systems  to  have  access  to  the 
mailing  addresses  of  members  from  other  State  depart- 
ments and  agencies.  By  obtaining  access  to  the  address 
computer  records  of  the  Department  of  Revenue,  the 
division  is  able  to  notify  members  of  their  eligibility  for 
retirement  benefits. 

In  the  Local  Governmental  Employees’  Retirement 
System,  16  local  governments  elected  to  become  par- 
ticipating employers  with  the  System.  The  participation 
of  these  employers  involved  the  staff  of  the  Member  Ser- 
vices Section  in  meeting  with  their  governing  bodies  and 
employees,  acquiring  prevaluations  from  the  consulting 
actuary  as  to  an  employer’s  contribution  rate,  and  pro- 
viding all  legal  documents  and  agreements  for  their 
execution. 

The  Division  utilizes  various  methods  of  obtaining  in- 
formation about  the  continuing  eligiblity  of  a recipient 
for  benefit  payments.  One  of  the  most  pervasive  is  the 
verification  that  recipients  of  record  continue  to  live. 

In  order  to  audit  the  group  of  surviving  spouses  who 
are  not  receiving  monthly  benefit  payments  but  who  are 
receiving  coverage  under  the  State  Health  Plan  (at  the 
State’s  expense  because  their  covered  spouses  died  before 
October  1,  1986),  the  Division  contracted  with  a na- 
tional firm  that  has  a computer  data  base  containing  in- 
formation about  approximately  41  million  deceased  per- 
sons. A match  of  the  Division’s  surviving  spouse  com- 
puter tape  with  the  aforementioned  data  base  of  death 
records  revealed  that  271  persons,  covered  by  the  State 
Health  Plan  as  surviving  spouses,  had  themselves  died 
without  notification  having  been  provided  to  the 
Division. 

As  a result  of  obtaining  information  about  the  Deaths 
of  these  271  persons,  the  Division  was  able  to  recover 
$680,000  in  overpaid  contributions  to  the  State  Health 
Plan  and  was  able  to  reduce  future  contributions  to  the 
Health  Plan  by  the  amount  of  $20,296  per  month. 

Information  was  also  obtained  last  year  regarding  the 
deaths  of  members  with  accounts  reflecting  no  activity 
during  the  previous  calendar  year.  The  results  revealed 
2,568  members  who  had  been  eligible  for  payments  were 
deceased.  The  Member  Services  Section  is  continuing  to 
investigate  the  reported  deaths  and  locate  beneficiaries 
to  whom  benefits  may  be  payable. 
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This  past  year  has  produced  a great  deal  of  activity, 
and  success,  in  the  development  of  computer  software. 
The  Division  developed  and  installed  a computer  pro- 
gram that  calculates  and  prints  estimates  of  retirement 
benefits  to  be  payable  at  some  future  date.  The  com- 
puter print-outs  also  include  detailed  information  about 
the  actual  facts,  and  the  assumptions  used  in  the 
preparation  of  the  estimated  amounts. 

New  computer  software  is  being  developed  for  the 
purpose  of  automating  the  general  calculation  and  pro- 
cessing of  returns  of  contributions. 

New  software  is  also  being  developed  which  will  not 
only  automate  the  calculation  of  the  cost-of-service  pur- 
chases but  will  computer  print  the  actual  statements-of- 
cost  for  mailing. 

In  the  area  of  records  retention  and  maintenance, 
several  changes  were  implemented  to  save  both  time  and 
money.  For  example:  Our  ability  now  to  rely  on  social 
security  number  account  identification  allowed  the  Divi- 
sion to  discontinue  the  issuance  of  wallet-sized  retire- 
ment account  cards;  our  use  of  a microfiche  record  reten- 
tions mode  allowed  the  Division  to  discontinue  the  re- 
quirement that  enrollment  and  change  of  beneficiary 
forms  be  submitted  in  duplicate;  and,  our  development 
and  installation  of  a new  computer  program  accelerated 
our  enrollment  procedure. 

The  Retirement  Systems  and  Trust 
Funds 

Actuarial  Valuation 

The  actuarial  valuation  is  prepared  by  an  actuary  to 
assess  the  funding  progress  of  a retirement  system  and 
the  adequacy  of  the  contribution  rates  which  have  been 
established  to  fund  the  system.  An  actuarial  valuation 
is  an  inventory  of  the  assets  and  liabilities  of  a retire- 
ment system  at  a specific  point  in  time.  Information  col- 
lected covers  all  of  the  active  (both  in-service  and  ter- 
minated) members  and  all  of  the  retired  members  and 
other  beneficiaries  who  are  receiving  benefit  payments. 
In  this  way,  everyone  who  has  been  promised  a benefit 
from  the  system  is  included  in  the  actuarial  calculations 
to  determine  the  present  value  of  the  system’s  liabilities. 
These  liabilities  are  then  compared  to  the  system’s  assets, 
and  calculations  are  made  to  determine  whether  the  con- 
tribution rates  will  be  adequate  to  fund  the  uncovered 
liabilities  in  the  time  period  originally  established.  An- 
nual valuations  are  made  to  permit  gradual  changes  in 
the  contribution  level  and/or  funding  period  and  keep 
the  funding  on  a proper  course.  The  annual  valuation 
is  also  used  by  the  actuary  to  compare  actual  separation, 
compensation  and  investment  experience  with  the  ac- 
tuarial assumptions  used  in  the  valuation  of  the  liabilities 
of  the  system.  The  actuarial  valuation  balance  sheets  for 
each  retirement  system  are  included  with  the  tables. 

Actuarial  Assumptions 

The  economic  assumptions  used  for  the  actuarial 
valuation  of  all  retirement  systems  are  an  interest  rate 
of  7.5%  per  year  and  average  rates  of  salary  increase 
of  6.8%  per  year,  except  for  the  Teachers’  and  State 


Employees’  Retirement  System  where  the  rate  is  6.3% , 
varying  at  different  ages.  The  assumed  rates  for  mor- 
tality, withdrawals,  disabilities  and  service  retirement 
are  based  on  actual  past  experience.  The  asset  valuation 
method  is  based  on  cost  value. 

Funding  of  the  System 

The  retirement  systems  described  in  this  report,  ex- 
cept the  Legislative  Retirement  System,  are  being  funded 
on  a full  actuarial  reserve  basis  and  use  the  entry  age 
normal  cost  method  as  the  actuarial  cost  approach. 
Under  the  entry  age  normal  cost  method,  the  normal 
contribution  percentage  rate  is  calculated  on  the  basis 
of  the  adopted  actuarial  assumptions  as  the  level  percen- 
tage of  the  compensation  of  the  average  new  member 
which,  if  contributed  throughout  the  entire  period  of 
active  service,  would  be  sufficient,  together  with  his  con- 
tributions, to  support  all  the  benefits  payable  on  his  ac- 
count. The  accrued  liability  is  the  difference  between 
total  liabilities  and  the  present  value  of  future  normal 
cost  contribution  and  the  members’  future  contributions. 
All  experience  gains  and  losses  are  reflected  in  the 
amount  of  the  unfunded  accrued  liability  and  thereby 
affect  the  period  of  liquidation,  except  the  Local 
Governmental  Employees’  Retirement  System  where 
they  are  reflected  in  the  normal  contribution  rate.  The 
Legislative  Retirement  System  is  also  being  funded  on 
a full  actuarial  reserve  basis,  but  uses  the  projected  unit 
credit  cost  method  with  unfunded  accrued  liability  as 
the  actuarial  cost  approach. 

All  retirement  systems  are  joint  contributory  defined 
benefit  plans  with  contributions  made  by  both 
employees  and  employers.  Each  active  member  con- 
tributes six  percent  (6%)  of  his  compensation  for 
creditable  service  by  monthly  payroll  deduction.  The 
only  exception  to  this  member  contribution  rate  is  the 
Legislative  Retirement  System  to  which  each  active 
member  contributes  seven  percent  (7  % ) of  his  com- 
pensation. Employers  make  monthly  contributions  based 
on  a percentage  rate  of  the  members’  compensation  for 
the  month.  Employer  contribution  rates  are  actuarially 
calculated. 

Funded  Status  of  the  Retirement  Systems 

The  consistent  use  of  conservative  actuarial  assump- 
tions and  an  approved  actuarial  cost  method  over  the 
years  since  the  establishment  of  the  retirement  systems, 
and  the  recognition  of  all  promised  benefits  in  the  ac- 
tuarial liabilities,  have  resulted  in  retirement  systems 
which  can  be  labeled  as  “actuarially  sound.”  A simple 
measure  for  determining  the  funded  status  of  a System 
is  to  relate  the  total  present  assets  to  total  accrued 
liabilities  to  determine  a funded  ratio.  The  total  accrued 
liabilities  are  found  by  adding  the  assets  and  the  unfund- 
ed accrued  liabilities.  For  purposes  of  comparison,  the 
funded  ratios  for  the  major  retirement  systems  are 
graphically  illustrated  in  Chart  19.  When  the  ratio 
equals  100  % , a system  is  considered  to  be  “fully  funded” 
on  a current  basis.  At  that  time,  the  employer  will  make 
only  the  normal  (current  service)  contributions. 
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Chart  19 
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Teachers’  and  State  Employees’  Retirement 
System  of  North  Carolina  (State  System) 
N.C.G.S.  135-1  Through  135-18.5 

The  State  System  has  the  largest  assets  and  member- 
ship of  the  retirement  systems  administered  by  the  Divi- 
sion. The  System  provides  benefits  to  all  full-time 
teachers  and  State  employees  in  all  public  school  systems, 
universities,  departments,  institutions,  and  agencies  of 
the  State.  The  General  Assembly  created  the  Teachers’ 
and  State  Employees’  Retirement  System  effective 
July  1,  1941. 

This  System  began  operations  with  a membership  of 
42,878  teachers  and  State  employees,  and  with  ap- 
propriations from  the  State  of  $1,838,000.  The  member- 
ship of  the  State  System  has  grown  over  the  years  in  pro- 
portion to  the  growth  in  size  and  complexity  of  the  public 
schools  and  the  State  government.  The  active  member- 
ship of  the  State  System  at  December  31,  1990,  was 
275,596  and  in  addition  there  were  68,963  retired 
members  and  beneficiaries  of  deceased  retired  members, 
and  invested  assets  of  about  $14.1  billion. 

The  distribution  of  the  investments  of  the  assets  of  the 
State  System  as  of  December  31,  1990,  was: 

Distribution  of  Investments 
December  31,  1990 

Long-Term  Fixed  Income  Investment  Fund  $ 9,945,137,380 
Short-Term  Fixed  Income  Investment  Fund  53,567,944 

Real  Estate  Investment  Fund  173,910,822 

Equity  Investment  Fund  3,885,277,992 

Venture  Capital  17,608,136 

Total  $14,075,502,274 

Operations  of  the  State  System  during  the  calendar 
year  1990  resulted  in  total  receipts  of  $2,001,806,293  and 
total  expenditures  of  $628,271,638.  Chart  20  graphically 
presents  the  distribution  of  revenues  by  source  and  ex- 
penditures by  purpose. 

The  annual  actuarial  valuation  as  of  December  31, 
1989,  and  our  five-year  experience  review,  revealed  that 
the  demographic  and  economic  assumptions  in  use  in 
the  past  produced  an  employer  contribution  rate  that 
provided  greater  financing  than  necessary  to  fund  the 
promised  benefits,  while  maintaining  the  scheduled 
period  for  liquidation  of  the  accrued  liabilities.  There- 
fore, based  on  the  advice  of  the  consulting  actuary,  in 
early  1991  the  Board  of  Trustees  adopted  new  actuarial 
and  economic  assumptions.  These  new  assumptions  indi- 
cated that  to  maintain  the  present  benefits,  on  the  sched- 
uled liquidation  period  of  11  years  as  of  January  1,  1991, 
an  employer  contribution  rate  of  7.05%  was  required. 

In  response  to  the  State’s  budget  shortfall,  and  pur- 
suant to  the  authority  contained  in  Article  III,  Sections 
1 and  5(3)  of  the  Constitution  of  the  State  of  North 
Carolina,  North  Carolina  General  Statutes  143A-4  and 
143B-4,  and  the  Executive  Budget  Act,  the  Governor 
issued  Executive  Orders  number  137  and  138  on 
March  22  and  23,  1991,  respectively,  which  in  effect, 
withheld  contributions  to  the  Teachers’  and  State 
Employees’  Retirement  System  during  the  months  of 
April  and  May  of  1991.  The  net  effect  of  this  action  was 


to  reduce  the  employer  contribution  rate  for  the  six- 
month  period  from  January  1 to  June  30,  1991  to  the 
level  of  funding  indicated  by  the  actuary’s  report. 

The  latest  Actuary’s  Valuation  Balance  Sheet  for  the 
State  System,  as  of  January  1,  1991,  is  shown  in  Table 
11.  Based  on  the  previous  and  latest  actuary’s  reports, 
the  General  Assembly  set  the  employer  contribution  rate 
at  9.35%  of  covered  payroll  effective  July  1,  1990,  and 
7.05%  effective  July  1,  1991.  On  this  basis,  the  total  of 
employee  and  employer  rates  of  contribution  is  adequate 
to  fund  all  future  benefits  presently  authorized,  based 
on  current  service,  and  to  fund,  over  a period  of  11  years 
from  January  1,  1991,  the  remaining  accrued  liability 
for  past  service. 
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North  Carolina  Local  Governmental 
Employees’  Retirement  System  (Local  System) 
N.C.G.S.  128-21  through  38 

The  Local  System  is  maintained  for  the  employees  of 
cities,  towns,  counties,  boards,  commissions,  and  other 
entities  of  local  government  in  North  Carolina. 

Because  participation  of  local  governments  in  this 
System  is  voluntary,  the  operation  of  the  Local  System 
is  dependent  upon  the  acceptance  and  continuing  finan- 
cial support  of  the  governing  bodies  and  employees  of 
local  governments.  Approval  and  acceptance  are 
evidenced  by  the  fact  that  as  of  December  31,  1990,  745 
cities,  towns,  counties,  and  local  commissions  had  chosen 
to  participate  in  the  Local  System. 

This  system  began  operations  in  1945  with  18  par- 
ticipating local  governments,  2,102  members,  and  assets 
of  $178,053.  The  active  membership  of  the  Local  System 
as  of  December  31,  1990,  was  98,946  and  in  addition 
there  were  17,200  retired  members  and  beneficiaries  of 
deceased  members.  Invested  assets  as  of  this  date 
amounted  to  about  $3.2  billion. 

The  distribution  of  investments  of  the  assets  of  the 
Local  System  as  of  December  31,  1990,  was: 

Distribution  of  Investments 
December  31,  1990 

Long-Term  Fixed  Income  Investment  Fund  $2,222,988,249 

Short-Term  Fixed  Income  Investment  Fund  26,329,242 

Real  Estate  Fund  38,392,994 

Equity  Investment  Fund  881,197,006 

Venture  Capital  3,940,547 

$3,172,848,038 

Operations  of  the  Local  System  during  the  year  1990 
resulted  in  total  receipts  of  $478,522,876  and  total  ex- 
penditures of  $141,787,336.  Chart  21  graphically 
presents  the  distribution  of  revenues  by  source  and  ex- 
penditures by  purpose. 

The  latest  Actuary’s  Valuation  Balance  Sheet  for  the 
Local  System,  as  of  January  1,  1991,  is  shown  in  Table 
12.  The  valuation  utilizes  a frozen  accrued  liability  with 
gains  and  losses  reflected  in  the  normal  rate  of 
contribution. 

The  Board  of  Trustees  set  the  employer  normal  con- 
tribution rate  at  4.80%  of  covered  payroll  for  general 
employees,  and  at  5.27  % of  covered  payroll  for  law  en- 
forcement officers,  effective  July  1,  1990.  This  rate  was 
continued  effective  July  1,  1991.  The  accrued  liability 
rate,  if  any,  varies  with  each  employing  unit  depending 
on  the  amount  of  prior  service  that  was  awarded  to  the 
members. 

In  accordance  with  the  provisions  of  the  legislation 
that  caused  the  merger  of  the  Law  Enforcement  Officers’ 
Retirement  System  and  the  Local  Governmental 
Employees’  Retirement  System  on  January  1,  1986,  the 
normal  contribution  rates  are  separate  for  each  of  the 
two  groups  of  employees  while  the  accrued  liability  rate 
is  the  same. 
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Consolidated  Judicial  Retirement  System 
of  North  Carolina  (Judicial  System) 

N.C.G.S.  135-50  through  135-72 

The  Judicial  System  was  created  by  the  1983  Session 
(Regular  Session,  1984)  of  the  General  Assembly  effec- 
tive January  1,  1985.  This  System  was  formed  by  com- 
bining the  previously  existing  Uniform  Judicial,  Uniform 
Solicitorial,  and  Uniform  Clerks  of  Superior  Court 
Retirement  Systems.  The  Courts  Commission  was 
responsible  for  the  design  of  the  benefit  structure  of  the 
previous  systems,  which  was  carried  forward  to  the  new 
consolidated  system. 

The  membership  of  the  Judicial  System  is  composed 
of  the  elected  judges  and  justices,  solicitors  and  district 
attorneys,  and  clerks  of  superior  court  of  the  General 
Court  of  Justice.  As  of  December  31,  1990,  there  were 
445  active  members  and  273  retired  members  and 
beneficiaries  of  deceased  retired  members.  The  invested 
assets  at  that  time  were  about  $101.2  million. 

The  distribution  of  the  investments  of  the  combined 
Judicial  System  as  of  December  31,  1990,  was: 


Distribution  of  Assets 
December  31,  1990 

$ 70,602,568 
1,455,860 
1,188,702 
27,784,017 
125,312 
$101,156,459 


Long-Term  Fixed  Income  Investment  Fund 
Short-Term  Fixed  Income  Investment  Fund 
Real  Estate  Investment  Fund 
Equity  Investment  Fund 
Venture  Capital 
Total 


Operations  of  the  Judicial  System  during  the  calen- 
dar year  1990  resulted  in  total  receipts  of  $17,781,066 
and  total  expenditures  of  $6,135,389.  Chart  22 
graphically  presents  the  distribution  of  revenues  by 
source  and  expenditures  by  purpose. 

The  latest  Actuary’s  Valuation  Balance  Sheet  for  the 
Judicial  System  as  of  January  1,  1991,  is  shown  in  Table 
13.  Based  on  the  actuary’s  report,  the  General  Assembly 
set  the  employer  contribution  rate  at  25.22%  of  covered 
members’  payroll  effective  July  1,  1991.  On  this  basis, 
the  total  of  member  and  employer  rates  of  contribution 
is  adequate  to  fund  all  future  benefits  presently  authoriz- 
ed based  on  current  service  and  to  fund,  over  a period 
of  14  years  from  January  1,  1991,  the  remaining  accrued 
liability  for  past  service. 
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Teachers’  and  State  Employees’  Benefit  Trust 
(Benefit  Trust) 

N.C.G.S.  135-5(1);  128-27(1);  143-166.02;  and 
143-166.60 

The  Benefit  Trust  was  established  January  1,  1980, 
after  enabling  legislation  was  enacted  in  the  1979  Ses- 
sion of  the  General  Assembly,  by  the  Board  of  Trustees 
of  the  Teachers’  and  State  Employees’  Retirement 
System.  The  Board  of  Trustees  of  the  Local  Govern- 
mental Employees’  Retirement  System  elected  to  become 
a participating  affiliate  in  the  Trust  at  the  same  date. 
The  purpose  of  the  Benefit  Trust  is  to  provide  group  life 
insurance  benefits  for  members  of  these  two  retirement 
systems.  Formerly,  identical  type  death  benefits  were 
provided  directly  by  these  retirement  systems. 

All  contributions  to  fund  the  life  insurance  benefit  are 
paid  by  State  and  local  governments,  participating  in 
one  of  the  two  retirement  systems,  to  the  Trust  and  held 
separate  and  apart  from  any  pension  or  retirement 
funds.  The  funding  method  adopted  for  the  Benefit 
Trust  is  one- year  term  cost.  The  employer  contribution 
rate  to  fund  this  benefit  for  members  of  the  Teachers’ 
and  State  Employees’  Retirement  System  was  0.22%  of 
covered  payroll  until  July  1,  1991,  at  which  time  the  rate 
decreased  to  .16%  .The  employer  contribution  rate  for 
members  of  the  Local  Governmental  Employees’  Retire- 
ment System  is  actuarially  determined  and  varies  among 
employers. 

The  Benefit  Trust  also  includes  funding  of  the  in- 
dividual coverage  cost  for  retirees  who  retired  with  the 
Teachers’  and  State  Employees’,  Consolidated  Judicial, 
and  Legislative  Retirement  Systems  under  either  the 
State’s  health  plan  or  approved  Health  Maintenance 
Organizations.  This  function  is  simply  the  conduit  of 
moneys  flowing  from  employers  into  the  Trust  to  pay 
for  retirees’  health  plan  coverage.  The  method  of  col- 
lecting the  employers’  payments  is  a surcharge  payable 
with  the  employer  contribution  rate  to  the  affected 
retirement  systems  of  1.65%  until  July  1, 1991,  at  which 
time  the  rate  increased  to  2.00%  of  covered  members’ 
payroll. 

The  Benefit  Trust  further  includes  the  Separate 
Insurance  Benefits  Plan  for  State  and  Local  Governmen- 
tal Law  Enforcement  Officers.  This  Plan  was  transferred 
from  the  Law  Enforcement  Officers’  Retirement  System. 
The  Plan  provides  additional  life  insurance  benefits  to 
active  and  retired  law  enforcement  officers  and  addi- 
tional accident  and  sickness  insurance  coverage  for  law 
enforcement  officers.  These  benefits  are  funded  by  a 
$1.00  cost-of-court  assessment  in  each  criminal  case  con- 
viction in  the  State. 

Additionally,  the  Benefit  Trust  includes  the  Retiree 
Death  Benefit  Plan.  This  plan  is  funded  by  participant 
contributions.  The  benefit  is  $5,000  after  24  months  of 
contributions.  If  a participant’s  death  occurs  before  24 
months  of  contributions,  the  benefit  is  limited  to  a re- 
fund of  contributions. 

Chart  23  graphically  presents  the  distribution  of 
revenues  by  source  and  expenditures.  The  number  of 


deaths  and  amounts  of  benefit  payments,  according  to 
member  group,  during  1990  were: 

Life  Insurance  Payments 
Calendar  Year  1990 

Retirement  System  Membership  Number  of  Payments  Amount 

Teachers’  and  State  Employees’  525  $12,558,572 

Local  Governmental  Employees’  131  1,924,710 

Chart  23 

North  Carolina  Teachers’  and  State  Employees’ 
Benefit  Trust 

Year  Ended  December  31,  1990 
Sources  of  Funds 

N.  C.  LOCAL  GOVERN- 
MENTAL EMPLOYEES' 

RETIREMENT  SYSTEM 

$2,848,777  SEPARATE 


<1C7  \ BENEFIT  FUND 
RETIREES'  {2.5  /c) 


Applications  of  Funds 

DEATH  BENEFITS  AND 
INSURANCE  PAID  SIBP 


RETIREES'  DEATH  S608’748  ADMINISTRATIVE 
BENEFITS  PAID  (.49%)  EXPENSES 


LOCAL  DEATH  $774,685 
BENEFITS  PAID  ( 63%) 

$1,903,325 


$63,518 


(1.55%) 


LEGISLATIVE 
DEATH  BENEFITS 
(.04%)  PAID 

” $11,124 

(.01%) 
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Legislative  Retirement  Fund  (Fund) 

N.C.G.S.  120-4.1  through  120-4.2 

The  Fund  was  created  by  the  1969  Session  of  the 
General  Assembly  as  a retirement  plan  for  members  and 
elected  officers  of  the  North  Carolina  General  Assembly. 
The  Fund  was  abolished,  prospectively,  by  the  1973 
Session  (Second  Session  1974).  The  abolishing  Act 
preserved  the  vested  and  inchoate  rights  of  the  members 
in  the  Fund  so  that  all  members  and  former  members 
of  the  General  Assembly  who  had  qualified  by  virtue 
of  service  as  of  1974  are  still  in  receipt  of  monthly 
allowances  or  may  apply  for  and  receive  monthly 
allowances  at  age  65.  There  were  52  former  members 
and  officers  of  the  General  Assembly  in  receipt  of 
allowances  with  a cost  in  the  year  ended  December  31, 

1990,  of  some  $83,575.  The  cost  is  funded  by  a contribu- 
tion of  5 % of  compensation  paid  by  members  at  retire- 
ment and  an  annual  general  fund  appropriation  made 
to  the  General  Assembly.  The  Fund  is  not  operated  as 
a retirement  fund,  but  as  an  expendable  trust  fund. 

Legislative  Retirement  System  (System) 
N.C.G.S.  120-4.8  through  120-4.29 

The  Legislative  Retirement  System  was  created  by  the 
1983  Session  of  the  General  Assembly  as  a retirement 
plan  for  members  of  the  General  Assembly.  The 
membership  also  included  members  who  were  vested  or 
had  maintained  member  contributions  in  the  Legislative 
Retirement  Fund  and  those  retirees  receiving  a benefit 
from  the  Legislative  Fund  and  who  elect  to  transfer  to 
the  Legislative  Retirement  System. 

As  of  December  31,  1990,  the  System  had  166  active 
members,  53  inactive  members  and  92  retired  members. 
Assets  on  that  date  totalled  $6,160,615.  Operations  of 
the  System  during  calendar  year  1990  resulted  in  total 
receipts  of  $1,481,677  and  disbursements  of  $297,047 
with  $1,184,630  added  to  the  reserve  for  future  benefits. 

Based  on  the  latest  and  previous  actuarial  reports,  the 
employer  contribution  rate  was  set  by  the  General 
Assembly  at  30.30  % of  covered  payroll  effective  July  1, 

1991 . On  this  basis,  the  total  of  employee  and  employer 
rates  of  contribution  is  adequate  to  fund  all  future 
benefits  presently  authorized,  and  to  fund,  over  a period 
of  three  years  from  January  1,  1991,  the  remaining  ac- 
crued liability  for  past  service. 

Disability  Income  Plan 
N.C.G.S.  135-100  through  135-113 

The  Disability  Income  Plan  of  North  Carolina  was 
created  in  1987  by  the  North  Carolina  General  Assembly 
with  an  effective  date  of  January  1,  1988.  This  plan 
replaced  the  former  provisions  for  disability  retirement 
under  the  Teachers’  and  State  Employees’  Retirement 
System  and  replaced  the  benefits  provided  under  the 
former  Disability  Salary  Continuation  Plan. 

The  purpose  of  this  plan  is  to  provide  equitable 
replacement  income  for  eligible  State  teachers  and  State 
employees  who  become  temporarily  or  permanently 
disabled  for  the  performance  of  their  duty  prior  to  retire- 


ment. The  employer  contribution  rate  to  fund  this 
benefit  was  .52%  of  the  covered  payroll  of  members  of 
the  Teachers’  and  State  Employees’  Retirement  System 
and  the  Optional  Retirement  Program  until  July  1,  1991, 
at  which  time  the  rate  decreased  to  .42%. 

The  following  are  certain  statistics  relating  to  the 
number  of  disabled  members,  number  of  new  claims, 
the  claims  closed  during  the  year,  investment  earnings, 
and  amount  of  benefit  payments  during  the  calendar 
years  ended  1989  and  1990: 


Selected  Statistics 
For  the  Calendar  Years 

1989  1990 


Number  of  Disabled  Members  1,748  2,008 

New  Claims  During  the  Year  549  1,052 

Employer  Contributions  $27,550,656  $30,001,210 

Investment  Income  3,481,867  5,636,581 

Amount  of  Benefit  Payments  6,251,533  8,822,558 


Public  Employees’  Social  Security  Agency 
(Social  Security  Agency) 

N.C.G.S.  135-19  through  135-26 

The  Social  Security  Agency  administers  the  State’s 
responsibility  under  the  Social  Security  Agreement  be- 
tween the  State  of  North  Carolina  and  the  United  States 
Secretary  of  Health  and  Human  Services.  This  Agree- 
ment was  entered  into  on  July  16,  1951.  This  Agreement 
was  executed  pursuant  to  authority  in  Section  218  of  the 
Federal  Social  Security  Act  and  Article  2,  Chapter  135, 
of  the  General  Statutes  of  North  Carolina. 

The  provisions  of  the  Agreement  require  the  Social 
Security  Agency  to  provide  the  mechanics  of  coverage 
for  the  State  and  its  qualified  political  subdivisions  and 
to  act  as  liaison  between  the  State  and  the  Social  Security 
Administration. 

National  Guard  Pension  Plan  (Guard  Plan) 
N.C.G.S.  127A-40 

The  Guard  Plan  was  transferred  to  the  Department 
of  State  Treasurer  for  payment  of  monthly  benefits  by 
the  1979  Session  of  the  General  Assembly,  effective 
July  1,  1979.  This  Division  pays  allowances  based  on  the 
certification  of  eligibility  of  former  national  guardsmen 
by  the  Secretary  of  the  Department  of  Crime  Control 
and  Public  Safety.  The  payments  of  benefits  are  funded 
by  State  General  Fund  appropriations  by  the  General 
Assembly.  As  of  December  31,  1990,  there  were  1,000 
beneficiaries  in  receipt  of  monthly  allowances  from  the 
Guard  Plan  at  a cost  that  calendar  year  of  $963,804. 

The  1983  Session  of  the  General  Assembly  enacted 
legislation,  effective  July  1,  1983,  creating  a trust  fund 
for  financing  National  Guard  Plan  payments  and  re- 
quiring the  State  Treasurer  to  maintain  the  Plan  on  a 
generally  accepted  actuarial  basis.  Based  on  an  actuarial 
study  after  passage  of  this  legislation,  the  June  1984  Ses- 
sion appropriated  $1,717,977  to  begin  actuarial  reserve 
funding.  The  funding  appropriated  for  1990-91  was 
$2,025,461. 


47 


Supplemental  Retirement  Income 
Plan  of  North  Carolina  [401(k)  Plan] 

N.C.G.S.  135-90  through  135-95;  143-166.30; 
and  143-166.50 

The  1983  Session  (Regular  Session,  1984)  enacted 
enabling-type  legislation  creating  the  State’s  Internal 
Revenue  Code  Section  401(k)  Plan  effective  as  of 
January  1,  1985.  The  Plan  is  a voluntary  tax-deferred 
savings/investment  program  designed  to  supplement 
members’  replacement  income  in  retirement.  The  Plan 
is  governed  jointly  by  the  State  Treasurer  and  a Board 
of  Trustees  composed  of  members  of  the  Boards  of 
Trustees  of  the  Teachers’  and  State  Employees’  and 
Local  Governmental  Employees’  Retirement  Systems. 

Branch  Banking  and  Trust  Company  (BB&T),  the 
Plan’s  third-party  administrator,  is  responsible  under  the 
Plan  document  adopted  by  the  Board,  and  the  terms  of 
the  contract  with  the  Board,  for  all  aspects  of  operating 
the  Plan.  This  responsibility  includes  communications, 
recordkeeping,  and  investment  products. 

The  Plan’s  number  of  participating  members  in- 
creased from  51,226  as  of  July  1,  1990,  to  58,749 
members  as  of  June  30,  1991,  for  an  increase  of  about 
15% . Contributions  by  employers  during  this  fiscal  year 
totaled  over  $34,884,215  while  salary  deferred  contribu- 
tions by  members  were  over  $32,769,979.  The  total 
assets  at  book  value  of  the  Plan  increased  by  29%  to 
$322,716,700. 

Under  the  current  contract,  the  Plan  expanded  the 
number  of  investment  options  available  for  members 
from  four  to  six.  Members  may  select  from  a Bank 
Investment  Contract,  a Money  Market  Account,  and 
four  mutual  funds.  As  of  June  30,  1991,  42.4%  of  the 
assets  were  invested  in  the  Bank  Investment  Contract, 
34.8%  were  invested  in  the  mutual  funds,  and  17.0% 
were  invested  in  the  Money  Market  Account.  In  addi- 
tion, 5.7  % of  the  assets  were  loans  receivable  and  0.1  % 
of  the  assets  were  cash  on  deposit.  Significantly,  80% 
of  the  participants  pay  smaller  investment  fees  under  the 
current  contract  than  the  previous  one. 

A portion  of  court  cost  receipts  are  deposited  into  the 
account  of  each  State  and  local  government  law  enforce- 
ment officer.  As  of  June  30,  1991,  court  cost  receipts  of 
$1,680,592  were  transferred  and  credited  to  the  State 
and  local  law  enforcement  officers’  accounts.  In  addi- 
tion, $275,380  was  transferred  from  the  Sheriff’s  Sup- 
plemental Pension  Fund  and  credited  to  local  officers’ 
accounts. 

Registers  of  Deeds  Supplemental  Pension  Fund 

N.C.G.S.  161-50  through  161-50.5 

The  Registers  of  Deeds  Supplemental  Pension  Fund 
was  created  by  the  1987  Session  of  the  General  Assembly 
for  the  purpose  of  providing  a supplement  to  Local 
Governmental  Employees’  Retirement  System  benefits 
for  Registers  of  Deeds.  The  stated  purpose  of  the  Act  was 
to  attract  the  most  highly  qualified  talent  available 
within  the  State  to  that  county  office.  The  Supplemental 
Pension  Fund  is  administered  by  the  Department  of  State 
Treasurer. 


Each  County  Commission  began  October  1987 
remitting  monthly  to  the  Department  of  State  Treasurer 
an  amount  equal  to  4.5%  of  the  monthly  receipts 
collected  pursuant  to  Article  1 of  Chapter  161  of  the 
General  Statutes  for  deposit  to  the  credit  of  the  Register 
of  Deeds  Supplemental  Pension  Fund.  As  of 
December  31,  1990,  the  Fund  had  total  assets  in  the 
amount  of  $1,945,759. 

Benefits  from  the  Fund  became  payable  beginning 
July  1,  1988.  For  the  year  ending  December  31,  1990, 
the  Fund  paid  total  benefits  in  the  amount  of  $241,508 
to  43  retired  Registers  of  Deeds. 

Contributory  Death  Benefit  for  Retired 
Members 

N.C.G.S.  120-4.27, 128-27  (12),  135-5(1),  and  135-64(g) 
The  Contributory  Death  Benefit  for  Retired  Members 
was  created  by  the  1987  Session  of  the  General  Assembly 
as  a fully  contributory  death  benefit  plan  for  retired 
members  of  the  Teachers’  and  State  Employees’  Retire- 
ment System,  the  Legislative  Retirement  System,  the 
Consolidated  Judicial  Retirement  System,  and  the  Local 
Governmental  Employees’  Retirement  System,  effective 
July  1,  1988.  The  Contributory  Death  Benefit  is  ad- 
ministered by  the  Board  of  Trustees  of  the  Teachers’  and 
State  Employees’  Retirement  System  and  the  Local 
Governmental  Employees’  Retirement  System.  The  con- 
tributions of  retired  members  electing  coverage  are 
placed  in  the  Contributory  Death  Benefit  Trust. 

Selected  Statistics 
For  the  Calendar  Year 

1990 


Enrollment  1,790 

Contributions  $5,002,649 

Investment  Income  856,561 

Payouts  (Death/Cancellations)  774,685 
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Adm  inis  tr  ati  ve 
Services  Division 


The  Administrative  Services  Division  is  organized  to 
provide  support  services  to  the  State  Treasurer  and  the 
program  divisions  within  the  Department,  and  to  ad- 
minister the  State’s  Escheat  and  Unclaimed  Property 
Program. 


Table  of  Organization 


Operational  Highlights 

• A new  Accounting  Section  was  established  to  con- 
solidate all  departmental  accounting  functions. 

• A “Transition  System”  is  being  designed  to  maximize 
the  use  of  the  Retirement  Systems  Division  database  and 
minimize  manual  involvement. 

• $5,988,519  in  net  investment  earnings  from  the 
Escheat  Fund  was  remitted  to  the  State  Education 
Assistance  Authority  to  provide  loans  to  North  Carolina 
students  in  State-supported  schools  of  higher  education. 

• $10,533,407  in  escheated  and  unclaimed  property  was 
received  from  2,544  holders. 

• A record  $2,482,660  was  refunded  to  5,381  individual 
owners  of  escheated  and  unclaimed  property. 

• Unclaimed  stocks  and  mutual  funds  valued  at  approx- 
imately $1.5  million  were  received. 

Departmental  Services 

Departmental  Services  provides  general  support  to  the 
Department  in  areas  of  departmental  accounting,  infor- 
mation systems,  personnel  management,  word  process- 
ing, and  mail  and  supply  room/purchasing  functions. 


Departmental  Accounting 

During  the  year,  the  State  Treasurer  reorganized  the 
basic  accounting  functions  of  the  Department  by 
establishing  a central  accounting  section  headed  by  a 
Controller  as  section  chief  and  Chief  Fiscal  Officer  of 
the  Department.  The  new  Departmental  Accounting 
Section  now  includes  the  investment  accounting  func- 
tion from  the  Investment  and  Banking  Division,  the 
general  ledger  function  from  the  Retirement  Systems 
Division,  and  the  escheat  accounting,  the  budgetary  ac- 
counting, and  technical  services  functions  from  the  Ad- 
ministrative Services  Division,  together  with  the  assigned 
personnel.  In  addition,  the  general  ledger  functions  for 
debt  service  and  the  general  trust  funds  were  incor- 
porated without  any  personnel  transfers.  Although  it  was 
hoped  that  the  reorganization  would  permit  the  physical 
transfer  of  the  personnel  of  the  Section  to  a single  loca- 
tion, the  unforseen  delays  in  the  release  of  new  space 
to  the  Department  has  not  permitted  this  physical  reloca- 
tion to  take  place  at  this  time. 

Investment  Accounting  — The  accounting  for  the  in- 
vestment funds  discussed  under  the  Investment  and 
Banking  Division  are  very  similar  to  the  accounting  for 
mutual  funds.  The  Section  maintains  general  and  sub- 
sidiary ledgers  for  each  investment  fund  utilizing  the 
Investment  Accounting  System™,  an  integrated  soft- 
ware program.  Some  enhancements  to  the  system  (to  aid 
the  Portfolio  Managers)  were  completed  during  the  year. 

Retirement  Accounting  — the  Section  maintains  the 
general  ledgers  for  each  pension  fund  and  employee  trust 
fund  discussed  under  the  Retirement  Systems  Division. 

Other  Accounting  Functions  — the  Section  maintains 
the  general  ledgers  for  the  departmental  and  debt  ser- 
vice budgets,  the  Escheat  Fund  and  all  other  trust  funds. 

Budgeting  Operations  — preparation  and  implemen- 
tation of  the  annual  budget  authorizations  is  the  respon- 
sibility of  the  Section.  Activity  during  the  year  includ- 
ed not  only  normal  continuing  operations,  but  also  the 
preparation  of  reports  relating  to  directed  cost  reduc- 
tions for  1990-91,  the  preparation  of  the  Department’s 
request  for  the  1991-93  biennial  budget  and  reports  on 
ways  in  which  the  Department  could  reduce  its  1991-93 
budget  request. 
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Technical  Assistance 

Technical  Assistance  is  provided  on  a request  basis  and 
includes  the  coordination  of  Administrative  Procedures 
Act  for  the  Department.  Many  requests  for  assistence 
were  made  and  completed.  The  more  notable  project 
was  the  coordination  of  the  preparation  of  the  Depart- 
mental Plans  for  the  Governor.  One  administrative  pro- 
cedure rule  was  submitted  for  notice,  the  public  hear- 
ing was  held  and  the  final  adopted  rule  was  submitted. 

Information  Systems 

The  continuing  goals  and  emphasis  of  the  Informa- 
tion Systems  (IS)  section  are:  (1)  to  develop,  implement, 
and  support  quality  automated  systems  to  meet  the  pro- 
grammatic requirements  of  the  Department,  and  (2)  to 
ensure  that  information  resources  are  utilized  in  the  most 
efficient  and  cost  effective  manner.  Both  mainframe  and 
personal  computer  hardware  are  used  to  provide  services 
in  the  areas  of  application  development  and 
maintenance,  computer  operations,  data  coordination, 
central  data  entry,  systems  software  support,  training, 
and  librarian  functions. 

While  on-going  support  is  required  for  each 
automated  application  within  the  Department,  signifi- 
cant resources  have  been  dedicated  to  enhancing 
automated  procedures  associated  with  Retirement 
Systems  Division  applications.  A comprehensive  study 
has  been  completed  involving  the  various  receipting  and 
disbursing  responsibilities  of  the  Division.  From  this 
study,  a “Transition  System”  is  being  designed  to  max- 
imize the  use  of  database  information,  and  to  minimize 
manual  involvement  as  members  apply  for  refund  of 
contributions  and  retirement  or  disability  benefits.  The 
first  major  phase  (refund  processing)  of  this  system  will 
soon  be  in  production. 

For  the  Retirement  Transition  System  to  experience 
its  full  potential,  it  is  vital  that  member  contributions 
to  the  Retirement  System  be  received  and  posted  to  our 
database  in  a timely  manner.  Each  month,  we  receive 
approximately  350,000  State  and  local  member  con- 
tributions from  over  1,500  payroll  units.  Through  strong 
emphasis  and  support  for  magnetic  media  reporting,  we 
now  avoid  manual  data  entry  on  over  300,000  contribu- 
tions each  month.  This  has  allowed  us  to  post  contribu- 
tions within  the  desired  time  frame,  and  has  caused 
major  reduction  in  our  staff  requirement  for  data  entry. 
Also,  timely  processing  of  contributions  has  allowed 
annual  closing  procedures  to  be  invoked  much  earlier 
than  in  recent  years. 

In  support  of  applications  associated  with  retired 
members,  address  formats  were  modified  to  meet  new 
postal  regulations.  To  minimize  postal  and  processing 
expense,  solicitations  to  members  receiving  retirement 
checks  have  increased  the  use  of  Electronic  Funds 
Transfer  to  66%  of  total.  Additional  HMO  plans  are 
now  supported  by  the  system,  and  deductions  for 
hospital  insurance  payments  for  Local  Government 
retirees  can  now  be  made.  Also,  since  we  maintain 
extensive  information  about  active  and  retired  members 
of  the  Retirement  Systems,  numerous  reports  were 
prepared  at  the  request  of  the  Legislative  Research  Staff. 


By  defining  new  database  purge  procedures,  altering 
job  schedules,  off-loading  activity  where  applicable,  ex- 
tending operating  hours,  and  other  initiatives,  we  have 
been  able  to  prolong  the  life  of  our  mainframe  hard- 
ware. However,  we  are  now  satisfied  that  we  have 
extracted  all  the  productivity  that  we  can  from  our 
installed  equipment.  Since  our  processing  requirements 
continue  to  expand  and  our  equipment  is  facing 
obsolescence,  we  are  planning  to  upgrade  our  main- 
frame hardware.  In  preparation  for  this  upgrade,  all 
vendor  supplied  software  is  being  upgraded  to  the  most 
current  level.  A new  mainframe  operating  system  has 
been  installed  that  will  support  our  attachment  to  the 
State  Communications  Network.  We  plan  to  conclude 
all  hardware  and  system  software  issues  by  the  end  of 
the  calendar  year. 

Personnel  Management 

As  of  June  30,  1991,  the  Department  of  State 
Treasurer  had  238  positions. 

Personnel  Recapitulation 


Office  of  the  Treasurer  3 

Administrative  Services  Division  62 

Investment  and  Banking  Division  42 

State  and  Local  Government  Finance  Division  27 

Retirment  Systems  Division  100 

Advisory  Council  on  Education*  4 
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*The  Department  of  State  Treasurer  serves  as  fiscal  agent 
for  the  Advisory  Council. 

During  the  past  year,  36  employees  were  promoted 
to  positions  of  higher  levels  and  31  new  employees  were 
hired.  In  addition,  there  were  30  employees  who 
separated  from  employment  in  the  Department  in- 
cluding four  who  retired. 

The  Department  continues  to  participate  in  the  Model 
Cooperative  Education  Program.  One  MCEP  partici- 
pant was  trained  as  an  Escheat  and  Unclaimed  Prop- 
erty Auditor. 

We  are  continuing  to  provide  additional  training  for 
middle  managers  and  supervisors.  Two  employees  com- 
pleted the  Fundamentals  of  Management  training  for 
middle  managers.  One  employee  is  participating  in  the 
Public  Managers  Program.  Six  employees  are  enrolled 
in  the  Introduction  to  Supervision  course  series. 

Word  Processing 

Since  1977,  the  Word  Processing  Center  has  provided: 

• Support  in  the  preparation  of  statistical  reports,  pro- 
cedures, manuals,  graphs,  and  written  communications. 

• Technical  assistance  in  the  design  of  new  forms, 
revised  forms,  and  graphics. 

• Preparation  of  final  copy  for  printing  of  official 
statements,  bond  and  note  circulars,  brochures, 
manuals,  and  forms. 

The  Word  Processing  Center  continues  to  show  an  in- 
crease in  documents  produced.  The  most  dramatic  in- 
crease has  been  in  the  area  of  desktop  publishing  which 
produces  manuals,  forms  and  graphics. 
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Escheat  and  Unclaimed  Property 
Program 

The  Escheat  and  Unclaimed  Property  Section  ad- 
ministers one  of  the  oldest  and  most  important  consumer 
protection  laws  in  North  Carolina,  with  origins  dating 
back  to  the  University  Act  of  1789.  Today,  the  Program 
is  one  of  the  most  progressive  trust  accounts  administered 
by  the  Department  of  State  Treasurer. 

Under  this  Program,  the  citizens  of  North  Carolina 
can  be  assured  that  their  unclaimed  or  forgotten  prop- 
erty will  be  held  in  safekeeping,  and  that  diligent  efforts 
will  be  made  to  return  the  property  to  the  proper  owner. 
While  this  money  is  held  in  trust  for  the  rightful  owner, 
it  is  invested  and  the  earnings  on  the  investments  are 
remitted  each  year  to  the  North  Carolina  State  Educa- 
tion Assistance  Authority  to  provide  loans  to  worthy  and 
needy  North  Carolina  students  in  State-supported  schools 
of  higher  education. 

Consequently,  the  Program  provides  two  very  unique 
functions:  (1)  recover  and  refund  unclaimed  moneys 
belonging  to  citizens  of  North  Carolina,  and  (2)  utilize 
the  interest  earnings  to  benefit  North  Carolina  citizens. 

Recovery  of  Unclaimed  Property  — North  Carolina 
currently  ranks  10th  in  the  nation  in  the  amount  of 
unclaimed  or  forgotten  property  recovered  on  behalf  of 
its  citizens.  The  property  received  comes  from  financial 
institutions,  businesses,  public  utilities.  State  governmen- 
tal agencies,  Offices  of  the  Clerks  of  Superior  Court,  etc. 
(Chart  24). 

Chart  24 

UNCLAIMED  FUNDS  COLLECTED 
Year  Ending  June  30,  1991 

SAVINGS  & LOANS/ 

CREDIT  UNIONS 

•reis  827  CLEARINGHOUSE 


The  property  itself  is  in  the  form  of  unclaimed  sav- 
ings accounts,  uncashed  checks,  unclaimed  utility 
deposits  or  unidentified  remittances.  In  addition,  money 
from  three  clearinghouses,  reciprocal  agreements  with 
other  states,  and  interest  penalties  for  late  filing  were 
also  remitted  to  make  the  total  deposit  for  the  year 
$10,533,407  (Chart  26).  Stocks  and  mutual  funds  with 
a market  value  in  excess  of  approximately  $1.5  million 
were  also  received. 

Refund  of  Unclaimed  Property  — North  Carolina  is 
among  the  nation’s  leaders  in  its  attempts  to  reunite 
unclaimed  property  with  the  rightful  owner.  State  law 
requires  only  that  this  program  mail  the  list  of  names 
and  addresses  of  the  property  owners  to  the  Clerk  of 
Superior  Court  in  the  county  in  which  they  live.  The 
fact  that  the  list  is  at  the  Clerk  of  Court’s  Office  is  adver- 
tised in  two  newspapers  of  general  circulation  for  two 
consecutive  weeks.  As  additional  measures,  however,  the 
program  also  delivers  a duplicate  list  to  one  newspaper 
in  each  county,  along  with  a news  release  and  a request 
to  reprint  the  list.  Generally,  85  to  90  percent  of  the 
newspapers  will  reprint  the  list  as  a public  service;  and 
it’s  this  service  that  generates  most  of  the  refund  requests 
from  owners.  Additional  attempts  to  locate  owners  in- 
volve computer  matches  with  the  North  Carolina 
Department  of  Motor  Vehicles  and  the  North  Carolina 
Department  of  Revenue  to  identify  current  addresses  of 
owners.  The  Program  also  has  on-line  access  to  a credit 
bureau  that  has  a data  base  of  over  200  million  names. 
This  allows  the  staff  to  search  for  the  current  address 
of  former  North  Carolina  citizens  who  may  have  moved 
out-of-state. 

Through  all  of  these  efforts  combined,  over 
$2,482,660  was  paid  to  5,381  recipients.  Money  refund- 
ed to  other  states  through  reciprocal  agreements 
amounted  to  $457,406  and  brought  the  total  refunds  for 
the  year  to  $2,940,066.  (Chart  25). 

Chart  25 

MONEY  REFUNDED 
1986-1991 

Dollars  (Millions) 

3 

2.8 
2,6 

2.4 
2.2 

2 

1.8 
1.6 

1.4 
1.2 

1 

0.8 
0.6 
0.4 
0.2 
0 

ieee  mar  leee  ieao  moo  tom 

Years 


51 


Chart  26 

ESCHEAT  FUND  FACT  SHEET 


FY7/1/1987 

FY7/1/1988 

FY7/1/1989 

FY7/1/1990 

6/30/88 

6/30/89 

6/30/90 

6/30/91 

Funds  Escheated: 

Estates  and  Trusts 

$ 21,022 

$ 54,024 

$ - 

$ — 

Clerks  of  State  Courts 

1,683,833 

1,708,607 

1,130,773 

1,019,790 

State  and  National  Banks 

1,249,676 

1,799,259 

1,841,564 

1,561,589 

Savings  & Loan  Associations  and 

Credit  Unions 

620,219 

574,309 

470,833 

528,827 

Insurance  Companies 

1,028,470 

1,160,896 

1,549,446 

1,667,085 

Public  Utilities  and  Membership  Co-ops 

323,805 

779,755 

976,343 

877,870 

State  and  Governmental  Agencies 

869,439 

735,267 

1,460,511 

1,065,858 

Other  Businesses 

1,987,423 

2,597,884 

2,909,422 

2,933,341 

Clearinghouses: 

UPCH 

127,868 

NAPPCO 

— 

— 

— 

36,410 

Reporting  Service 

— 

— 

— 

36,727 

Reciprocal  Agreements 

(1) 

127,378 

398,402 

592,832 

Interest  Penalties 

11,199 

32,259 

33,145 

85,210 

Total  Funds  Escheated 

$ 7,795,086 

$ 9,569,638 

$10,770,439 

$10,533,407 

Number  of  Reciprocal  Agreements 

$ 19 

$ 22 

$ 24 

$ 25 

Number  of  Positive  Reports  Received 

2,083 

2,378 

2,320 

2,505 

Number  of  Reciprocal  Reports  Received 

13 

10 

15 

14 

Total  Reports  Received 

$ 2,096 

$ 2,388 

$ 2,335 

$ 2,544 

Amount  of  Funds  Escheated 

$ 7,664,442 

$ 9,442,260 

$10,372,037 

$ 9,940,575 

Amount  Received  from  Reciprocal  States 

130,644 

127,378 

398,402 

592,832 

Total  Escheats  Received 

$ 7,795,086 

$ 9,569,638 

$10,770,439 

$10,533,407 

Number  of  Refunds  Paid 

$ 3,728 

$ 3,403 

$ 3,882 

$ 5,381 

Number  of  Refunds  to  Reciprocal  States 

14 

14 

20 

25 

Total  Refunds  Paid 

$ 3,742 

$ 3,417 

$ 3,902 

$ 5,406 

Amount  of  Refunds  Paid 

$ 1,289,842 

$ 1,684,807 

$ 1,494,033 

$ 2,482,660 

Amount  Sent  to  Reciprocal  States 

100,045 

150,631 

351,919 

457,406 

Total  Amount  Refunded 

$ 1,389,887 

$ 1,835,438 

$ 1,845,952 

$ 2,940,066 

Investment  Income 

$ 4,565,072 

$ 5,331,556 

$ 5,867,201 

$ 6,831,312 

Less  Administrative  Expenses 

442,847 

681,052 

739,829 

842,793 

Amount  Remitted  to  SEAA 

$ 4,122,225 

$ 4,650,504 

$ 5,127,372 

$ 5,988,519 

§ of  Loans  Made  Available  to  Students 

1,812 

1,727 

1,854 

1,626 

Fund  Balance 

$48,790,823 

$56,680,259 

$65,368,141 

$73,460,621 

(1) 


Funds  received  through  reciprocal  agreements  in  this  year  were  included  in  the  categories  of  the  holder  who 
remitted  to  the  reciprocal  state. 
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Benefiting  North  Carolina  Citizens  — As  earlier 
discussed,  while  the  principal  received  from  unclaimed 
property  is  held  in  trust  for  claims  by  the  rightful  owners 
or  their  heirs,  the  interest  earnings  are  utilized  each  year 
by  the  North  Carolina  State  Education  Assistance 
Authority  (SEAA).  During  the  past  year,  net  interest 
earnings  amounting  to  $5,988,519  was  remitted  to  the 
SEAA.  Interest  earnings  from  last  year  provided  low  in- 
terest loans  to  1,626  North  Carolina  students. 

Since  1971,  when  the  North  Carolina  General 
Assembly  entrusted  the  administration  of  the  Escheat 
and  Unclaimed  Property  Program  to  the  Department  of 
State  Treasurer,  the  Program  has  made  available 
$36, 150,072.04  to  the  SEAA  for  these  loans.  Escheat  loan 
applicants  must  prove  financial  need  for  the  loan  and 
the  loans  are  made  without  regard  to  race,  sex  or 
national  origin. 

Recent  Developments  — One  more  state  has  entered 
into  a reciprocal  agreement  with  North  Carolina,  bring- 
ing the  total  to  24  states  and  the  District  of  Columbia. 
Through  this  reciprocal  agreement  process,  other  state 
unclaimed  property  offices  that  have  money  belonging 
to  North  Carolina  citizens  remit  that  property  to  our  of- 
fice; property  belonging  to  citizens  of  the  reciprocating 
state  are  remitted  to  that  state.  This  allows  the  holders 
of  unclaimed  property  to  file  one  report  with  their  state 
of  domicile,  rather  than  a different  report  for  each  state. 
Last  year,  14  states  made  reciprocal  payments  to  North 
Carolina  amounting  to  $592,832.  North  Carolina  made 
payments  to  25  reciprocal  states  amounting  to  $457,406. 

In  an  effort  to  expedite  the  input  of  owner  informa- 
tion received  from  the  holders,  work  was  completed  to 


perform  this  function  on  line,  rather  than  in  a batch 
mode  process.  This  eliminated  additional  handling  of 
documents  thereby  generating  a cost  saving  in  man  hours 
utilized.  To  further  enhance  this  capability,  question- 
naires were  mailed  to  50  major  holders  to  determine  the 
feasibility  of  requestings  that  holders  report  by  magnetic 
tape  or  diskette.  Responses  to  this  questionnaire  were 
favorable  and  work  is  progressing  on  this  project. 

An  auction  of  tangible  property  was  held  on  July  14, 
1990,  at  the  North  Carolina  State  Fairgrounds.  Most  of 
this  property  originated  from  safe-deposit  boxes  of  finan- 
cial institutions  across  the  State  that  had  been  drilled 
for  non-payment  of  rent,  and  the  owner  could  not  be 
located.  After  the  property  is  received  by  this  office, 
further  attempts  are  made  to  locate  the  owner;  and 
when  this  fails,  the  property  is  sold  at  public  auction. 
The  proceeds  from  the  auction  amounted  to  $25,352 
and  were  deposited  into  the  Escheat  Fund.  In  the  event 
the  owner  or  an  heir  eventually  files  a claim  for  the  prop- 
erty, the  proceeds  from  the  sale  of  that  individual’s  pro- 
perty would  be  refunded  accordingly. 

In  addition,  in  a further  effort  to  refund  property, 
a “locator  booth”  was  established  at  the  annual  auction 
of  unclaimed  tangible  property.  With  a total  attendance 
of  over  2,000  people,  approximately  450  individuals  took 
the  opportunity  to  visit  the  booth  and  research  their 
name  to  determine  if  they  owned  any  unclaimed  pro- 
perty. As  a result,  over  26  people  located  property  to 
which  they  were  entitled,  including  one  individual  who 
had  $4,OOK)  and  still  another  entitled  to  $2,000. 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINED  BALANCE  SHEET 

ALL  DEPARTMENTAL  OPERATING  FUND  TYPES  AND  ACCOUNT  GROUPS 

JUNE  30,  1991 


Governmental 
Fund  Type 

General  Fund 

ASSETS  (Departmental) 


Cash  and  cash  equivalents 

$ 10,866 

Accounts  receivable  - interdepartmental 

16,945 

Accounts  receivable  - local  government 

71,633 

Accounts  receivable  - contributions 

Accounts  receivable  - other 

276 

Accrued  interest  receivable 

Inventories 

22,533 

Investments 

Fixed  assets 

Total  Assets 

$122,253 

LIABILITIES  AND  FUND  EQUITY 

Liabilities: 

Accounts  payable  - federal  government 

$ 

Accounts  payable  - local  government 

Accounts  payable  - interdepartmental 

Accounts  payable  - other 

360,686 

Accrued  expenses 

567,196 

Deferred  income 

Total  Liabilities 

927,882 

Fund  Equity: 

Investment  in  fixed  assets 

Fund  Balance: 

Reserved  for  trust  beneficiaries 

Reserved  for  inventories 

22,533 

Unreserved 

(828,162) 

Total  Fund  Balance 

(805,629) 

Total  Fund  Equity 

(805,629) 

Total  Liabilities  and  Fund  Balance 

$122,253 
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Exhibit  A 


Fiduciary  Fund  Type 

Account  Group 

Total 

Expendable 

Pension 

Agency 

Fixed  Assets 

(Memorandum 

Trust  Funds 

Funds 

Fund 

(Departmental) 

Only) 

$ 17,085,270 

$ 53,251,001 

$162,795,736 

$ 

$ 233,142,873 

180,744 

197,689 

71,633 

13,481,812 

100,237,947 

113,719,759 

436,932 

466,951 

904,159 

97,385 

511,128 

927,330 

1,535,843 

22,533 

242,212,077 

18,216,885,847 

18,459,097,924 

1,809,103 

1,809,103 

$273,494,220 

$18,371,352,874 

$163,723,066 

$1,809,103 

$18,810,501,516 

$ 124,505 

6,111,455 

2,201,135 

49 

$ 

149,767 

$ $ 
163,723,066 

$ 124,505 

163,723,066 
6,111,455 
2,711,588 
567,196 
49 

8,437,144 

149,767 

163,723,066 

173,237,859 

1,809,103 

1,809,103 

265,057,076 

18,371,203,107 

18,636,260,183 

22,533 

(828,162) 


265,057,076 

18,371,203,107 

18,635,454,554 

265,057,076 

18,371,203,107 

1,809,103 

18,637,263,657 

$273,494,220 

$18,371,352,874 

$163,723,066 

$1,809,103 

$18,810,501,516 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  STATEMENT  OF  REVENUES,  EXPENDITURES, 
AND  CHANGES  IN  FUND  BALANCE 
ALL  DEPARTMENTAL  OPERATING  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


Governmental 
Fund  Type 

General  Fund 
(Departmental) 


Revenues: 


Investment  income 

$ 

Contributions  (employer/ employee) 

Federal  grants 

234,568 

Court  fees 

Current  years  escheats 

Service  charges 

5,775,495 

Income  tax  check-off 

Miscellaneous 

125,859 

Total  Revenues 

6,135,922 

Expenditures: 

Current  administration 

General 

315,747 

Escheats 

807,617 

Investment  and  banking 

2,997,460 

State  and  local  government  finance 

1,583,037 

Retirement  systems 

4,422,624 

Advisory  Council  on  Education 

239,568 

Retirement  and  other  benefits  paid 

Refunds 

Payments  to  political  parties 

Management  fees 

Total  Expenditures 

10,366,053 

Revenues  Over  (Under)  Expenditures 

(4,230,131) 

Other  Financing  Sources  (Uses): 

Appropriations 

3,990,578 

Interdepartmental  In 

247,189 

Interdepartmental  Out 

(76,252) 

Revenues  and  Other  Financing  Sources  Over  (Under) 

Expenditures  and  Other  Financing  Uses 

(68,616) 

Fund  Balance:  July  1,  1990 

(724,091) 

Adjust  Reserve  for  Related  Assets 

(12,921) 

Fund  Balance:  June  30,  1991 

$ (805,628) 
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Exhibit  B 


Fiduciary  Fund  Types 

Total 

Expendable 

Pension 

(Memorandum 

Trust  Funds 

Funds 

Only) 

$ 23,752,270 

$ 1,534,322,944 

$ 1,558,075,214 

145,948,752 

1,048,407,715 

1,194,356,467 

234,568 

951,253 

4,279,555 

5,230,808 

10,533,404 

10,533,404 

5,775,495 

464,610 

464,610 

3,370 

450,531 

579,760 

181,653,659 

2,587,460,745 

2,775,250,326 

31,398 

315,747 

839,015 

97,507,628 

743,857,383 

2,997,460 

1,583,037 

4,422,624 

239,568 

841,365,011 

4,212,818 

70,596,528 

74,809,346 

471,012 

471,012 

1,186,188 

4,067,891 

5,254,079 

103,409,044 

818,521,802 

932,296,899 

78,244,615 

1,768,938,943 

1,842,953,427 

(52,988,519) 

3,990,578 

(52,741,330 

(76,252) 


25,256,096 

1,768,938,943 

1,794,126,423 

239,800,982 

16,602,264,165 

16,841,341,056 

(12,921) 

$265,057,078 

$18,371,203,108 

$18,635,454,558 
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Exhibit  C 


DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  DEPARTMENTAL  RECEIPTS  AND  EXPENDITURES 
BUDGET  AND  ACTUAL  (BUDGETARY  BASIS) 

GENERAL  FUND  (Departmental  Activities  Only) 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


Budget 


Actual 


Variance 

Favorable 

(Unfavorable) 


Departmental  Expenditures 
Current  administration: 


General  administration 

$ 715,734 

$ 675,524 

$ 40,210 

Escheat  operations 

910,161 

813,377 

96,784 

Word  processing 

266,859 

186,993 

79,866 

Data  processing 

1,488,200 

1,184,084 

304,116 

Investment  & banking  operations 

3,515,799 

3,016,516 

499,283 

Local  government  operations 

1,589,213 

1,464,416 

124,797 

State  bond  issuance  cost 

168,000 

118,472 

49,528 

Retirement  operations 

4,836,144 

4,418,900 

417,244 

Advisory  Council  on  Education 

322,896 

240,398 

82,498 

Reserves  and  transfers 

38,387 

38,387 

Total  Departmental  Expenditures 


13,851,393 


12,118,680 


1,732,713 


Departmental  Receipts 
Current  administration: 


General  administration 

287,379 

308,179 

20,800 

Escheat  operations 

910,161 

813,376 

(96,785) 

Word  processing 

266,859 

186,993 

(79,866) 

Data  processing 

1,488,200 

1,184,084 

(304,116) 

Investment  & banking  operations 

165,969 

267,934 

101,965 

Local  government  operations 

562,263 

589,766 

27,503 

State  bond  issuance  cost 

168,000 

118,472 

(49,528) 

Retirement  operations 

4,836,144 

4,418,900 

(417,244) 

Advisory  Council  on  Education 

322,896 

240,398 

(82,498) 

Reserves  and  transfers 

29,814 

(29,814) 

Total  Departmental  Receipts 

9,037,685 

8,128,102 

(909,583) 

Appropriation 

$ 4,813,708 

$ 3,990,578 

$ 823,130 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Exhibit  D 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
ALL  DEPARTMENTAL  OPERATING 
FUND  TYPES  AND  ACCOUNT  GROUPS 
JUNE  30,  1991 

1.  Principles  of  Presentation 

These  statements  include  all  operations  of  budgetary  funds  administered  by  the  Department  of  State  Treasurer. 
They  do  not  reflect,  nor  are  they  intended  to  reflect,  the  financial  statements  of  the  State  of  North  Carolina. 
Nor  do  they  reflect  the  investment  activity  of  the  State  Treasurer  except  the  results  as  shown  in  the  budgetary 
funds.  The  activity  of  the  investment  pools  are  shown  in  separate  financial  statements  published  concurrently 
herewith.  These  operations  are  broken  down  by  type  of  fund  as  follows: 

A.  Governmental  Fund  Types  — Departmental  Operations  Only 

General  Fund  — The  operations  shown  include  all  administrative  expenses  and  offsetting  revenues  in 
budget  code  13410.  Unexpended  federal  grant  revenues  in  budget  code  33410  are  also  included. 

B.  Fiduciary  Fund  Types 

Expendable  Trust  Funds  — Includes  twelve  trust  funds  whose  corpus  and  income  are  restricted  by  law  to 
expenditures  necessary  to  carry  out  the  funds’  purpose.  These  trust  funds  are: 

Disability  Income  Plan  of  North  Carolina  (Budget  Code  63421) 

Public  Employees’  Social  Security  Agency  Fund  (Budget  Code  63411) 

Teachers’  and  State  Employees’  Benefit  Fund  (Budget  Code  63429) 

Political  Parties  Finance  Fund  (Budget  Code  63414) 

Escheat  Fund  (Budget  Code  63412) 

Assurance  of  Land  Title  Fund  (Budget  Code  63415) 

Legislative  Retirement  Fund  (Budget  Code  63422) 

Absentee  Insurance  Fund  (Budget  Code  63416) 

Presidential  Election  Year  Campaign  Fund  (Budget  Code  63418) 

Pine  Mountain  Lakes  Lot  Purchase  Fund  (Budget  Code  63419) 

Register  of  Deeds  Supplemental  Pension  Fund  (Budget  Code  63432) 

Educational  Facilities  Finance  Agency  (Budget  Code  63440) 

Pension  Funds  — Includes  five  retirement  trust  funds: 

Teachers’  and  State  Employees’  Retirement  System  (Budget  Code  63423) 

Local  Governmental  Employees’  Retirement  System  (Budget  Code  63426) 

Consolidated  Judicial  Retirement  System  (Budget  Code  63425) 

N.  C.  National  Guard  Pension  Fund  (Budget  Code  63430) 

Legislative  Retirement  System  (Budget  Code  63431) 

Agency  Fund  — Includes  one  fund  to  account  for  deposits  made  to  the  State  Treasurer  by  local  governmen- 
tal units  for  investment  purposes  (Budget  Code  03410). 

C.  The  Fixed  Asset  Account  Group  is  a self-balancing  set  of  accounts  to  record  the  stewardship  of  the  Depart- 

ment for  the  furniture  and  equipment  bought  and  used  in  the  Department. 

The  financial  statements  are  presented  in  accordance  with  the  Statements  of  the  Governmental  Accounting 
Standards  Board.  The  presentation  differs  from  the  classic  presentations  because  of  fundamental  differences 
in  operations  in  the  Department  from  those  illustrated  in  the  classic  presentations.  Because  the  Pension  Funds 
purchase  administrative  services  from  the  Central  Fund  by  payment  of  management  fees,  there  is  no  difference 
in  the  application  of  accounting  principles  between  the  pension  funds  and  the  governmental  fund  types.  We 
have  for  the  convenience  of  the  reader  included  the  pension  funds  with  the  governmental  fund  types  in  the 
Statement  of  Revenues,  Expenditures,  and  Changes  in  Fund  Balance. 
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2.  Summary  of  Significant  Accounting  Policies 

A.  Basis  of  Accounting  — Governmental  and  expendable  trusts  are  accounted  for  on  the  cash  basis  of  ac- 
counting during  the  year.  At  year  end,  necessary  adjusting  journal  entries  are  made  to  change  the  basis 
of  accounting  to  the  modified  accrual  basis,  which  is  the  basis  on  which  the  funds  are  reported  in  these 
financial  statements.  Under  the  modified  accrual  basis  of  accounting,  revenues  are  recognized  when  both 
measurable  and  available  to  pay  current-period  liabilities.  Expenditures  are  recognized  on  the  accrual 
basis  except  that  purchases  of  supplies  for  inventory  are  recognized  as  expenditures  in  the  period  in  which 
the  supplies  were  received. 

Pension  trust  funds  are  accounted  for  on  the  accrual  basis  of  accounting.  Under  the  accrual  basis  of  ac- 
counting, revenues  are  recognized  when  earned  and  expenses  when  incurred. 

B.  Budgetary  Control  — Budgetary  control  is  exercised  only  over  the  operations  accounted  for  by  the  Depart- 
ment in  the  General  Fund.  The  budget  as  shown  in  the  statements  is  the  budget  as  adopted  by  the  General 
Assembly  and  as  modified  in  accordance  with  established  statutory  procedures.  All  appropriations  lapsed 
at  the  end  of  the  year. 

C.  Cash  and  Cash  Equivalents  are  the  moneys  of  the  various  funds  which  the  State  Treasurer  holds  by  law 
for  transactional  purposes.  Interest  is  earned  on  the  balances. 

D.  Inventories  — Inventories  consist  solely  of  postage  and  supplies  and  are  recorded  at  estimated  actual  costs. 

E.  Fixed  Assets  — Fixed  assets  are  recorded  at  acquisition  costs.  The  account  group  includes  only  those  assets 
purchased  by  the  Department  and  currently  in  service  in  the  Department.  Since  all  assets  are  acquired 
through  the  General  Fund  and  used  in  General  Fund  operations,  no  depreciation  is  recognized. 

F.  Trust  Fund  Assets  and  Equity  — Assets  of  trust  funds  are  maintained  at  cost.  The  net  assets  of  each  trust 
fund  are  held  solely  for  the  benefit  of  the  lawful  beneficiaries  of  the  trust  funds.  Net  assets  of  trust  funds 
are  shown  in  the  financial  statements  as  fund  balance  reserved  for  trust  beneficiaries. 

G.  Investments  and  Investment  Income  — It  is  the  policy  of  the  State  to  treat  investments  in,  and  investment 
income  from,  the  Investment  Pools  of  the  State  Treasurer  as  quasi-external  transactions.  Consequently 
the  investments  by  the  trust  funds  in  the  investment  pools  with  medium  to  long-term  horizons  are  shown 
as  investments,  and  allocations  of  income  from  the  investment  pools  are  shown  as  investment  income. 
Allocations  of  investment  income  are  made  by  the  investment  pools  on  a pro  rata  basis  from  net  income 
of  each  fund. 

H.  Management  Fees  — All  administrative  operations  are  accounted  for  in  the  General  Fund.  Each  trust 
fund  benefiting  from  the  administration  is  charged  its  calculated  share  of  the  administrative  costs.  Manage- 
ment fees  are  considered  quasi-external  transactions. 

I.  Interdepartmental  Transfer/Receivable/Payable  — The  major  elements  are  transfers  of  resources  to  carry 
out  programmatic  activities  in  the  receiving  fund. 

J.  Vacation  and  Sick  Pay  — Vacation  and  sick  pay  are  recorded  as  expenditures  only  when  taken  (or  paid 
in  the  case  of  vacation  pay  of  retiring  or  terminating  employees). 

3.  Deposits  and  Investments 

Deposits  and  investments  are  reported  in  detail  in  the  financial  statements  of  the  Pooled  Investment  Fund  in 

the  State  Treasurer’s  Annual  Report  for  June  30,  1991.  As  reported  therein  more  fully,  there  are  no  material 

amounts  of  deposits  which  are  not  fully  insured  or  collateralized.  Total  investments  in  the  State  Treasurer’s 
Investment  Pool  have  a book  value  of  $21,111,502,307  and  a market  value  of  $22,952,935,590. 
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4.  Reconciliation  of  Budgetary  Basis  and  GAAP  Basis 

The  Combined  Statement  of  Revenues  and  Expenditures  — Budget  and  Actual  for  the  General  Fund  presents 
the  comparisons  of  the  legally  adopted  budget  with  actual  data  recorded  on  the  budgetary  basis.  Since  there 
are  substantial  differences  between  the  budgetary  basis  of  accounting  and  the  GAAP  basis  of  accounting,  the 
following  provides  the  reconciliation  between  the  two  bases  of  accounting: 

Fund 


Revenues 

Expenditures 

Balance 

Per  budgetary  basis,  June  30,  1991 

$8,128,102 

$12,118,680 

$ 

Eliminate  refunds  of  expenditures  from  both 
expenditures  and  receipts 

(1,655,548) 

(1,655,548) 

Eliminate  carry-forwards  from  receipts  and 
expenditures 

(73,000) 

(73,000) 

Reclassify  items  to  Transfers 

(247,189) 

(76,252) 

Net  change  in  accruals  at  beginning  and 
end  of  year 

(16,443) 

(20,827) 

4,384 

Adjustment  to  reserve  fund  balance 

Fund  balance  at  beginning  of  year 

Per  GAAP  basis,  June  30,  1991 

$6,135,922 

$10,366,053 

(12,921) 

(724,091) 

($805,628) 

There  were  no  expenditures  in  excess  of  appropriations  in  a budget  during  the  year. 

5.  Vacation  and  Sick  Leave 

The  Department,  in  accordance  with  State  policy,  records  the  cost  of  vacation  and  sick  leave  when  taken  and 
paid  rather  than  when  the  leave  is  earned.  State  policy  provides  for  a maximum  accumulation  of  unused  vaca- 
tion leave  of  30  days  which  can  be  carried  forward  each  January  1st  or  paid  upon  termination  of  employment 
with  the  State.  Under  this  policy,  the  accumulated  vacation  leave  for  each  employee  at  each  June  30th  would 
equal  the  leave  carried  forward  at  the  previous  December  31  plus  the  leave  earned  and  less  the  leave  taken 
between  January  1 and  June  30.  The  accumulation  of  unused  sick  leave  earned  is  unlimited,  but  the  employee 
cannot  be  compensated  for  any  unused  sick  leave  upon  termination  of  employment.  Consequently,  at 
June  30,  1991,  the  Department  had  an  actual,  but  unrecorded,  liability  for  unused  vacation  leave  in  the  amount 
of  $392,084  and  a contingent  liability  for  the  unused  sick  leave  in  the  amount  of  $1,172,595. 

6.  General  Fund  — Departmental  Deficit 

The  data  shown  for  the  General  Fund  in  the  financial  statements  is  only  that  part  of  the  General  Fund  operated 
through  the  Department.  Negative  figures  shown  are  the  accumulated  differences  in  accruals  between  the 
budgetary  basis  and  the  GAAP  basis.  On  the  budgetary  basis,  there  is  a zero  fund  balance  for  the  Department. 

7.  Fixed  Assets 


The  breakdown  by  type  of  fixed  assets  at  book  value  and  the  changes  in  fixed  assets  during  the  year  are: 


Beginning 

Balance 

Prior 

Year  Asset 
Adjustment 

Acquisitions 

Retirements 

Ending 

Balance 

Office  Furniture  and 

Equipment 

$ 459,948 

$(187,178) 

$64,239 

$ 58,637 

$ 278,372 

Data  Processing 

Equipment 

1,903,518 

(339,816) 

20,342 

53,313 

1,530,731 

Total  Fixed  Assets 

$2,363,466 

$(526,994) 

$84,581 

$111,950 

$1,809,103 

No  depreciation  has  been  recorded  on  any  fixed  asset. 

8.  Pensions 

All  full-time  permanent  personnel  in  the  Department  are  members  of  the  Teachers’  and  State  Employees’  Retire- 
ment System.  Total  pension  expense  recorded  during  the  year  was  $611,251.  Information  on  the  Retirement 
System  may  be  found  in  the  annual  report  of  the  Department. 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  BALANCE  SHEET 
DEPARTMENTAL  EXPENDABLE  TRUST  FUNDS 

JUNE  30,  1991 


ASSETS 

Cash  and  cash  equivalents 

Accounts  receivable  - interdepartmental 

Accounts  receivable  - contributions 

Accounts  receivable  - other 

Accrued  interest  receivable 

Inventories 

Investments 

Total  Assets 

LIABILITIES  AND  FUND  EQUITY 

Liabilities 

Accounts  payable  - federal  government 
Accounts  payable  - interdepartmental 
Accounts  payable  - other 
Deferred  income 

Total  Liabilities 

Fund  balance 

Reserved  for  trust  beneficiaries 
Total  Fund  Balance 
Total  Fund  Equity 
Total  Liabilities  and  Fund  Balance 


Escheat 

Fund 

Disability  Salary 
Income  Plan  of 
North  Carolina 

Teachers’ 
and  State 
Employees’ 
Benefit  Fund 

Public 
Employees’ 
Social  Security 
Agency  Fund 

$ 6,757,872 

$ 2,088,972 

$ 6,982,194 

$226,570 

44,247 

2,854,765 

436,932 

4,659 

10,565,877 

40,553 

1,466 

72,760,650 

76,814,994 

90,704,964 

$79,562,769 

$82,200,322 

$108,293,588 

$228,036 

$ 

5,988,519 

113,180 

49 

$ 

55,417 

$ 

122,936 

2,032,538 

$124,505 

6,101,748 

55,417 

2,155,474 

124,505 

73,461,021 

73,461,021 

73,461,021 

$79,562,769 

82,144,905 

82,144,905 

82,144,905 

$82,200,322 

106,138,114 

106,138,114 

106,138,114 

$108,293,588 

103,531 

103,531 

103,531 

$228,036 
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Schedule  1 


Legislative 

Retirement 

Fund 

Reg.  of  Deeds 
Supplemental 
Pension  Fund 

Election 

Campaign 

Fund 

Assurance 
of  Land 
Title 
Fund 

Absentee 

Insurance 

Fund 

Presidential 
Election  Year 
Campaiagn 
Fund 

Pine  Mountain 
Lakes  Lot 
Purchase 
Fund 

Educational 

Facilities 

Finance 

Agency 

Total 

Expendable 

Trust 

Funds 

$9,294 

$ 254,339 

61,170 

$153,260 

180,744 

$42,006 

$168,555 

$303,733 

$14,573 

$83,902 

$ 17,085,270 
180,744 
13,481,812 
436,932 

57 

1,988 

1,931,469 

992 

272 

1,091 

1,966 

94 

97,385 

1,931,469 

240,280,608 

$9,351 

$2,248,966 

$334,996 

$42,278 

$169,646 

$305,699 

$14,667 

$83,902 

$273,494,220 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 124,505 

6,111,455 
2,201,135 
49 

8,437,144 

9,351 

2,248,966 

334,996 

42,278 

169,646 

305,699 

14,667 

83,902 

265,057,076 

9,351 

2,248,966 

334,996 

42,278 

169,646 

305,699 

14,667 

83,902 

265,057,076 

9,351 

2,248,966 

334,996 

42,278 

169,646 

305,699 

14,667 

83,902 

265,057,076 

$9,351 

$2,248,966 

$334,996 

$42,278 

$169,646 

$305,699 

$14,667 

$83,902 

$273,494,220 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE 
DEPARTMENTAL  EXPENDABLE  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


Escheat 

North  Carolina 
Disability 

Teachers’ 
and  State 
Employees’ 

Fund 

Fund 

Benefit  Fund 

Revenues 

Investment  income 

$ 6,831,637 

$ 6,632,063 

$ 10,052,544 

Contributions  (employer/ employee) 

26,792,689 

118,375,862 

Court  fees 

Current  year’s  escheats 

10,533,404 

951,013 

Income  tax  check-off 

Miscellaneous 

Total  Revenues 

78 

17,365,119 

33,424,752 

129,379,419 

Expenditures 

Current  administration 

Escheats 

Retirement  and  other  benefits  paid 

31,398 

14,219,355 

82,950,809 

Refunds 

2,440,927 

1,770,516 

Payments  to  political  parties 

Management  fees 

811,395 

305,955 

68,367 

Total  Expenditures 

3,283,720 

14,525,310 

84,789,692 

Revenues  Over  (Under)  Expenditures 

14,081,399 

18,899,442 

44,589,727 

Other  Financing  Sources  (Uses) 

Interdepartmental 

(5,988,519) 

(47,000,000) 

Revenues  and  Other  Financing  Sources  Over  (Under) 

Expenditures  and  Other  Financing  Uses 

8,092,880 

18,899,442 

(2,410,273) 

Fund  Balance:  July  1,  1990 

65,368,141 

63,245,463 

108,548,387 

Fund  Balance:  June  30,  1991 

$73,461,021 

$82,144,905 

$106,138,114 

Public 
Employees’ 
Social  Security 
Agency  Fund 

$ 19,744 


19,744 


19,744 


19,744 

83,788 

$103,532 
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Schedule  2 


Legislative 

Retirement 

Fund 

Reg.  of  Deeds 
Supplemental 
Pension  Fund 

Election 

Campaign 

Fund 

Assurance 
of  Land 
Title 
Fund 

Absentee 

Insurance 

Fund 

Presidential 
Election  Year 
Campaign 
Fund 

Pine  Mountain 
Lakes  Lot 
Purchase 
Fund 

Educational 

Facilities 

Finance 

Agency 

Total 

Expendable 

Trust 

Funds 

$ 1,197 

$ 169,797 

$ 3,430 

$ 3,318 

$ 13,308 

$ 24,077 

$ 1,155 

$ 

$ 23,752,270 

70,514 

709,687 

145,948,752 

240 

951,253 

10,533,404 

464,610 

464,610 

25 

1,267 

2,000 

3,370 

71,711 

879,484 

468,040 

3,583 

14,575 

24,077 

1,155 

2,000 

181,653,659 

79,885 

1,375 

471 

257,579 

471,012 

31,398 

97,507,628 

4,212,818 

471,012 

$1,186,188 

81,731 

257,579 

471,012 

103,409,044 

(10,020) 

621,905 

(2,972)  3,583 

14,575 

24,077 

1,155 

2,000  78,244,615 

(52,988,519) 


(10,020) 

621,905 

(2,972) 

3,583 

14,575 

24,077 

1,155 

2,000 

25,256,096 

19,372 

1,627,060 

337,968 

38,695 

155,072 

281,621 

13,513 

81,902 

239,800,982 

$ 9,352 

$2,248,965 

$334,996 

$42,278 

$169,647 

$305,698 

$14,668 

$83,902 

$265,057,078 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  BALANCE  SHEET 
DEPARTMENTAL  PENSION  FUNDS 
JUNE  30,  1991 


ASSETS 

Cash  and  cash  equivalents 
Accounts  receivable  - contributions 
Accounts  receivable  - other 
Accrued  interest  receivable 
Investments 

Total  Assets 

LIABILITIES  AND  FUND  EQUITY 

Liabilities 

Accounts  payable  - other 
Total  Liabilities 

Fund  Balance 

Reserved  for  trust  beneficiaries 
Unreserved 

Total  Fund  Balance 

Total  Fund  Equity 

Total  Liabilities  and  Fund  Balance 


Teachers’  and 
State  Employees’ 
Retirement  System 


$ 28,216,013 

80,350,064 
292,104 
232,248 
14,754,673,584 

$14,863,764,013 


$ 71,210 

71,210 


14,863,692,803 


14,863,692,803 

14,863,692,803 

$14,863,764,013 


Local 

Governmental  Employees’ 
Retirement  System 


$ 19,319,831 

18,947,566 
174,847 
242,746 
3,342,177,527 

$3,380,862,517 


$ 78,212 

78,212 


3,380,784,305 


3,380,784,305 

3,380,784,305 

$3,380,862,517 
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Schedule  3 


Consolidated 


Judicial 

National  Guard 

Legislative 

Total 

Retirement  System 

Pension  Fund 

Retirement  System 

Pension  Funds 

$ 2,575,172 

$ 2,444,436 

$ 695,549 

$ 53,251,001 

859,208 

81,109 

100,237,947 

466,951 

16,012 

15,882 

4,240 

511,128 

105,000,817 

9,030,148 

6,003,771 

18,216,885,847 

$108,451,209 

$11,490,466 

$6,784,669 

$18,371,352,874 

$ 

$ 

$ 

345 

$ 

149,767 

345 

149,767 

108,451,209 

11,490,466 

6,784,324 

18,371,203,107 

108,451,209 

11,490,466 

6,784,324 

18,371,203,107 

108,451,209 

11,490,466 

6,784,324 

18,371,203,107 

$108,451,209 

$11,490,466 

$6,784,669 

$18,371,352,874 
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DEPARTMENT  OF  STATE  TREASURER 
COMBINING  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE 
DEPARTMENTAL  PENSION  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


Revenues 

Investment  income 
Contributions  (employer/employee) 

Court  fees 
Miscellaneous 

Total  Revenues 
Expenditures 

Retirement  and  other  benefits  paid 
Refunds 

Management  fees 

Total  Expenditures 
Revenues  Over  (Under)  Expenditures 

Revenues  and  Other  Financing  Sources  Over  (Under) 
Expenditures  and  Other  Financing  Uses 

Fund  Balance:  July  1,  1990 
Fund  Balance:  June  30,  1991 


Teachers’  and 
State  Employees’ 
Retirement  System 


Local 

Governmental  Employees’ 
Retirement  System 


$ 1,242,766,682 
809,090,669 

432,811 

2,052,290,162 


613,039,013 

44,759,205 

2,981,103 

660,779,321 

1,391,510,841 


1,391,510,841 

13,472,181,963 

$14,863,692,804 


$ 281,181,489 
226,005,375 
4,279,555 
17,105 

511,483,524 


123,013,721 

25,653,013 

1,044,653 

149,711,387 

361,772,137 


361,772,137 

3,019,012,168 

$3,380,784,305 
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Schedule  4 


Consolidated 


Judicial 

Retirement  System 

" National  Guard 
Pension  Fund 

$ 8,878,305 
10,184,955 

$ 967,104 

2,025,461 

190 

19,063,450 

2,992,565 

6,484,393 

157,462 

24,008 

6,665,863 

12,397,587 

1,018,370 

15,631 

1,034,001 

1,958,564 

12,397,587 

1,958,564 

96,053,622 

$108,451,209 

9,531,902 

$11,490,466 

Legislative 

Total 

Retirement  System 

Pension  Funds 

$ 529,364 

$ 1,534,322,944 

1,101,255 

1,048,407,715 

4,279,555 

425 

450,531 

1,631,044 

2,587,460,745 

301,886 

743,857,383 

26,848 

70,596,528 

2,496 

4,067,891 

331,230 

818,521,802 

1,299,814 

1,768,938,943 

1,299,814 

1,768,938,943 

5,484,510 

16,602,264,165 

$6,784,324 

$18,371,203,108 
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Exhibit  A 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  ASSETS  AND  LIABILITES 
INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


ASSETS 


Cash  in  Bank 

Cash  with  Equity  Managers 
Accounts  Receivable 
Accrued  Investment  Income 
Investments  at  Book  Value 
Total  Assets 

LIABILITIES 

Accounts  Payable 
Undistributed  Income 
Deferred  Income 
Participants’  Balances 
Total  Liabilities 


$ 45,798,434 

323,524 
44,664,091 
339,798,110 
21,111,502,307 

$21,542,086,466 


$ 62,963,200 

16,426,583 
1,248,007 
21.461.448.676 

$21,542,086,466 


The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Exhibit  B 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  REVENUES,  EXPENDITURES,  AND  OTHER  FINANCING  SOURCES  AND  USES 

INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


Revenues 


Investment  Income 


Interest 

$1,421,992,014 

Dividends 

189,882,959 

Income  (Loss)  from  Real  Estate  Trusts 

10,023,789 

Income  (Loss)  from  Venture  Capital 

(95,657) 

Net  Gains  (Losses)  from  Sales  of  Securities 

158,554,441 

Supplemental  Income: 

Securities  Lending 

4,461,088 

Stock  Options  Written 

1,625,499 

Dividend  Reinvestments 

62,739 

Fail  Balance  Earnings 

34,249 

Miscellaneous 

25,261 

Total  Supplemental  Income 

6,208,836 

Total  Revenues 

1,786,566,382 

Expenditures 

Management  Fees 

2,820,923 

Net  Income  Available  for  Distribution 

1,783,745,459 

Income  Distributed 

(1,787,829,395) 

Change  in  Undistributed  Income 

(4,083,936) 

Undistributed  Income,  July  1,  1990 

20,510,519 

Undistributed  Income,  June  30,  1991 

$ 16,426,583 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Exhibit  C 


NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
INVESTMENT  POOL 
JUNE  30,  1991 


1.  Principles  of  Presentation 

These  statements  include  only  the  various  investment  portfolios  (called  “investment  funds”)  in  the  investment 
pool  run  by  the  State  Treasurer.  They  do  not  show,  nor  are  they  intended  to  show,  any  operations  of  the  Depart- 
ment which  are  shown  in  financial  statements  published  concurrently  herewith.  They  do  not  reflect,  nor  are 
they  intended  to  reflect  the  financial  condition  of  the  State  of  North  Carolina. 

Fiduciary  Fund  Types 

Investment  Pool  — Includes  within  a single  entity  the  seven  investment  portfolios  established  by  the  State 
Treasurer  for  the  investment  of  all  moneys  deposited  with  the  State  Treasurer,  whether  State  moneys  or 
moneys  voluntarily  deposited  for  investment  purposes  only.  The  seven  investment  portfolios  are: 

Short-term  Investment  Fund  — to  provide  for  State  moneys  generally  and  all  other  moneys  required  to  be 
deposited  with  the  State  Treasurer  and  moneys  voluntarily  deposited  with  the  State  Treasurer  by  State 
Agencies. 

Liquid  Asset  Fund  — to  provide  for  the  investment  of  moneys  voluntarily  deposited  by  non-State  Agencies 
with  the  State  Treasurer  for  investment  only. 

Long-term  Investment  Fund  — to  provide  investments  in  intermediate  and  long-term  Treasury,  Agency, 
and  corporate  bonds  for  the  pension  trust  funds  and  certain  large  expendable  trust  funds. 

Equity  Investment  Fund  — to  provide  investments  in  equity  securities  for  the  pension  trust  funds. 
Real  Estate  Investment  Fund  — to  provide  investments  in  real  estate  through  trusts  administered  by 
third  party  professionals  for  the  pension  trust  funds. 

Bond  Proceeds  Fund  — to  provide  for  maintaining  the  records  on  investment  of  bond  proceeds  subject  to 
federal  arbitrage  regulations  and  segregating  the  interest  estimated  to  be  subject  to  transfer  to  the  U.S. 
Treasury. 

Venture  Capital  Investment  Fund  — provides  for  investments  in  venture  capital  through  trusts  administered 
by  third  party  professionals  for  the  pension  trust  funds. 

The  investment  pool  has  no  counterparts  in  the  literature  on  governmental  accounting.  The  financial 
statements  consist  of  a Statement  of  Assets  and  Liabilities,  a Statement  of  Revenues,  Expenditures  and 
Other  Financing  Sources  (Uses),  and  Notes  to  the  Financial  Statements.  Since  the  investment  pool  has 
no  fund  balance,  all  assets  held  have  an  equal  liability  to  some  depositor.  No  cash  flow  statement  is  shown 
since  the  Statement  of  Revenues,  Expenditures  and  Other  Financing  Sources  (Uses)  adequately  reflects 
cash  flows  in  the  investment  pools. 

2.  Summary  of  Significant  Accounting  Policies 

A.  Basis  of  Accounting  — The  investment  pool  is  accounted  for  on  the  accrual  basis.  Security  transactions 
are  recorded  as  of  trade  date. 

B.  There  are  no  operations  subject  to  budgetary  control  reflected  in  the  statements  of  the  investment  pool. 

C.  Cash  in  Bank  — Deposits  received  and  warrants  cleared  by  the  banks  are  reported  as  of  the  date  recorded 
on  the  bank’s  books. 

D.  Investments  — Investments  are  accounted  for  on  the  accrual  basis  and  are  reported  at  book  value.  Book 
value  is  equivalent  to  the  original  cost  adjusted  for  the  amortization  of  premium  or  discount  on  the  scien- 
tific method.  Average  cost  is  used  to  calculate  gain  or  loss  on  the  sale  of  a security. 

From  time  to  time,  bonds  held  are  exchanged  with  a broker  for  other  bonds  offered  by  the  broker.  All 
exchanges  are  on  a par-for-par  basis  and  result  in  either  an  improvement  in  yield  or  an  improvement  in 
quality  or  both.  Exchanges  are  considered  to  be  nonmarket  transactions  because  of  their  overall  size  in 
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relation  to  the  normal  lots  of  the  securities  sold  in  the  marketplace  and  because  of  the  lack  of  an  appropriate 
basis  for  estimating  an  equivalent  market  price.  Because  of  these  two  conditions,  exchanges  are  accounted 
for  as  nonmonetary  transactions  under  APB  Opinion  29. 

E.  Transactions  in  Process  — Deposits  in  banks  may  be  reported  and  recorded  one  or  more  days  prior  to 
the  time  that  the  budget  code  to  be  credited  is  known. 

F.  Deposits  are  the  liability  of  the  investment  portfolio  for  moneys  deposited  therein  and  invested  by  the 
portfolio. 

G.  Income  is  distributed  monthly  by  the  Short-term,  Long-term,  and  Equity  Investment  Funds;  daily  by 
the  Liquid  Asset  Fund;  quarterly  by  the  Real  Estate  Investment  Fund;  at  the  end  of  the  arbitrage  period 
by  the  Bond  Proceeds  Fund;  and  as  cash  earnings  are  received  by  the  Venture  Capital  Investment  Fund. 

H.  Expenses  of  the  investment  funds  are  paid  from  budget  code  13410  and  are  funded  from  the  State’s  General 
Fund.  Periodically,  each  investment  fund  reimburses  the  General  Fund  for  its  allocated  share  of  those 
expenses  by  depositing  money  to  General  Fund  Budget  Code  19997,  “Banking  and  Investment  Fees.” 

3.  Deposits  and  Investments 

Unless  specifically  exempted  from  the  requirement,  every  officer  and  agency  of  the  State  is  required  by  N.C.G.S. 
147-77  to  deposit  daily,  monies  received,  either  with  the  State  Treasurer  or  in  an  account  with  a depository 
institution  in  the  name  of  the  State  Treasurer  with  a daily  report  to  the  State  Treasurer.  Funds  deposited  with 
the  State  Treasurer  for  safekeeping  and  separate  investment  are  included  in  an  investment  pool  in  one  or  more 
of  seven  separate  investment  portfolios  segregated  only  by  the  investment  objective  of  the  portfolio.  Each  par- 
ticipant of  each  portfolio  owns  a pro-rata  undivided  interest  in  all  deposits  and/or  investments  in  the  portfolio 
and  in  the  realized  earnings  of  the  portfolio. 

Deposits  in  Financial  Institutions 

The  State  Treasurer  maintains  numerous  deposit  accounts  for  collecting  and  disbursing  funds.  Expenditures 
for  the  State  are  made  by  warrant  drawn  on  the  State  Treasurer,  which  is  issued  by  the  agency  receiving  the 
goods  and  services.  The  State  Treasurer  processes  these  warrants  each  day  when  presented  to  him  by  the  Federal 
Reserve  Bank  or  the  local  clearing  banks.  The  deposits  of  State  agencies  in  the  short-term  investment  portfolio 
are  immediately  available  to  the  State  agency,  subject  only  to  compliance  with  the  State’s  budgetary  laws. 
These  deposits  are  shown  on  the  balance  sheet  as  “Pooled  Cash”  and  are  considered  to  be  a special  form  of 
cash  and  cash  equivalent.  The  State  Treasurer’s  pool  is  larger  than  the  pooled  cash  by  the  amount  of  warrants 
issued  by  the  agencies  but  not  yet  presented  for  payment  through  the  banking  system. 

Agency  deposits  to  the  accounts  of  the  State  Treasurer  and  deposits  of  the  State  Treasurer  may  be  made  in 
any  bank,  savings  and  loan  association,  or  trust  company  in  the  State  approved  by  the  State  Treasurer. 
Depositories  are  required,  in  accordance  with  the  rules  in  20  NCAC  7 (North  Carolina  Administrative  Code), 
to  collateralize  all  balances  of  the  State  Treasurer  which  are  not  insured.  Basically,  these  rules  require  that 
the  bank  maintain,  as  collateral  in  an  escrow  account  established  by  the  State  Treasurer  with  a third-party 
bank,  securities  of  a type  enumerated  in  the  rules,  in  an  amount  whose  market  value  is  not  less  than  the  amount 
of  the  time  deposits  and  the  average  balance  of  demand  deposits  for  the  preceding  quarter  less  the  allowable 
deposit  insurance  on  the  deposits.  Generally,  rules  require  the  securities  to  be  governmental  in  origin  (e.g., 
U.S.  Treasury  and  U.S.  agency  obligations,  or  state  and  local  government  obligations)  or  the  highest  grade 
commercial  paper  and  bankers’  acceptances.  Financial  institutions  generally  may  elect  to  collateralize  State 
deposits  separately  (Option  1)  or  to  include  the  deposits  of  North  Carolina  local  government  units  in  the  same 
collateral  pool  with  the  State  (Option  2).  Financial  institutions  report  only  quarterly  on  bank  balances  and 
amounts  deposited  in  escrow  as  collateralization  of  deposits.  The  State  maintains  no  records  of  financial  in- 
stitution balances  of  local  governments  collateralized  in  the  pool  with  State  deposits.  Since  the  amounts  of 
local  government  deposits  in  Option  2 banks  are  not  known,  the  State’s  risk  of  being  undercollateralized  at 
any  given  time  is  increased.  Therefore,  the  institution’s  financial  condition  may  cause  the  State  Treasurer  to 
require  a particular  institution  to  utilize  Option  1 exclusively  for  the  protection  of  each  public  depositor. 
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At  June  30,  1991,  the  deposits  maintained  by  the  State  Treasurer  consisted  of  (expressed  in  thousands): 


Carrying  Value 


Bank  Balance 


Demand  $ 46,122  $ 39,447 

Time  409,636  409,636 

Total  Cash  Pool  $455,758  $449,083 


Eighty-four  percent  of  the  balances  in  financial  institutions  were  deposited  under  Option  2.  Because  the  in- 
stitutions complied  with  the  collateralization  policies  and  procedures  described  above,  the  State  considers  all 
of  its  deposits  to  be  either  insured  or  covered  by  collateral  held  by  the  State’s  agent. 

Investments  of  the  State  Treasurer 

All  moneys  in  the  custody  of  the  State  Treasurer,  regardless  of  source,  are  fully  invested  at  all  times.  All  in- 
vestments are  segregated  in  appropriate  investment  portfolios  based  on  the  purpose  of  the  portfolio.  Income 
generated  by  each  portfolio  is  periodically  distributed  to  the  participants. 

N.C.G.S.  147-69. 1(c)  and  147-69.2  authorize  the  State  Treasurer  to  invest  in  the  following: 

1.  Obligations  of  or  fully  guaranteed  by  the  United  States  and  the  obligations  of  certain 
federal  agencies; 

2.  Repurchase  agreements; 

3.  Obligations  of  the  State  of  North  Carolina; 

4.  Savings  certificates  issued  by  specified  savings  and  loan  associations; 

5.  Certificates  of  deposit  issued  by  specified  banks; 

6.  Shares  of  or  deposits  in  specified  savings  and  loan  associations; 

7.  Prime  quality  commercial  paper  bearing  specified  ratings; 

8.  Bills  of  exchange  or  time  drafts  drawn  on  and  accepted  by  specified  commercial  banks  and  eligible  for 
use  as  collateral  by  member  banks  in  borrowing  from  a Federal  Reserve  Bank; 

9.  General  obligations  of  other  states  in  the  United  States; 

10.  General  obligations  of  cities,  counties  and  special  districts  in  North  Carolina; 

11.  Asset-backed  securities  (whether  considered  debt  or  equity)  bearing  specific  ratings; 

12.  Obligations  of  any  company  incorporated  in  the  United  States  bearing  specified  ratings; 

13.  Notes  secured  by  mortgages  insured  by  the  Federal  Housing  Administration  or  guaranteed  by  the  Veterans 
Administration  on  real  estate  located  within  the  State  of  North  Carolina; 

14.  With  respect  to  the  Retirement  Systems’  assets,  (a)  certain  specified  preferred  or  common  stocks  issued 
by  a company  incorporated  within  or  without  the  United  States,  certain  mutual  funds,  and  individual 
common  or  collective  trust  funds;  (b)  real  estate  investments  made  indirectly  through  fiduciary 
arrangements;  (c)  obligations  or  securities  of  the  North  Carolina  Enterprise  Corporation,  or  a limited 
partnership  in  which  the  North  Carolina  Enterprise  Corporation  is  the  only  general  partner,  not  to  ex- 
ceed $20  million;  and  (d)  a limited  partnership  interest  in  a partnership  whose  primary  purpose  is  to 
invest  in  venture  capital  or  corporate  buyout  transactions,  not  to  exceed  $30  million. 

The  investment  pool  is  accounted  for  on  the  full  accrual  basis.  Interest  and  amortization  on  the  scientific  method 
are  accrued  on  fixed  income  securities  daily.  Dividends  are  recognized  on  ex-dividend  date  when  the  market 
recognizes  the  dividend  as  belonging  to  the  holder  on  that  date.  Gains  and  losses  on  exchanges  of  fixed-income 
securities  are  deferred  and  amortized  over  the  term  of  the  reinvested  security.  Exchanges  are  the  concurrent 
transfer  out  of  a fixed  income  security  with  a transfer  in  of  a fixed-income  security  of  equal  par  value.  Other 
gains  and  losses  are  recognized  on  the  trade  date  at  which  the  security  is  sold. 

Fixed-income  securities  are  maintained  on  the  books  and  reported  at  amortized  costs.  Equity  securities  are 
maintained  on  the  books  and  reported  at  cost.  A security  considered  permanently  impaired  is  revalued  at  market 
as  of  the  time  of  the  impairment. 

The  State’s  investments  are  categorized  to  give  an  indication  of  the  level  of  risk  assumed  by  the  entity  at  year- 
end.  Category  1 includes  investments  that  are  insured  or  registered  or  for  which  the  securities  are  held  by  the 
State  or  its  agent  in  the  State’s  name.  Category  2 includes  uninsured  and  unregistered  investments  for  which 
the  securities  are  held  by  the  broker’s  or  dealer’s  trust  department  or  agent  in  the  State’s  name.  Category  3 
includes  uninsured  and  unregistered  investments  for  which  the  securities  are  held  by  the  broker  or  dealer,  or 
by  its  trust  department  or  agent,  but  not  in  the  State’s  name. 
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Pooled  investments  maintained  by  the  State  Treasurer  at  June  30,  1991,  are  (expressed  in  thousands): 


Carrying  Amount 
Category 

JL  2 _ 3_ 

Total 

Amount 

Market 

Value 

Investments  Categorized: 

U.S.  Government  securities 

Corporate  bonds  and  notes 

Corporate  common  stock 

Repurchase  agreements 

Commercial  paper 

Bankers’  acceptances 

International  bonds 

. . $ 9,700,503 
. . 4,933,397 

4,380,554 
396,188 

0 

0 

513,122 

$ 0 

$ 0 

$ 9,700,503 
4,933,397 
4,380,554 
396,188 

0 

0 

513,122 

$ 9,944,046 
5,120,239 
5,752,616 
396,188 
0 
0 

547,626 

Total  Investments  Categorized  . . 

. . $19,923,764 

$ 0 

$ 0 

$19,923,764 

$21,760,715 

Investments  Not  Categorized: 

Certificates  of  deposit* 

409,636 

409,636 

Mutual  funds  

44,928 

45,805 

Equity  common  trust  

492,733 

526,196 

Venture  capital  investments 

24,659 

23,891 

Real  estate  trust  funds 

215,782 

186,693 

Total  Pooled  Investments 

. .$21,111,502 

$22,952,936 

* Certificates  of  deposit  are  a component  of  the  deposit  totals  reported  in  the  State  Treasurer’s  deposit  section 
of  this  note. 

Through  a safekeeping  agent  the  State  Treasurer  lends,  for  a fee,  securities  from  its  investment  fund  when 
collateralized  by  cash  or  U.S.  Treasury  securities  valued  on  a current  basis  at  102%  of  the  value  of  the  securities 
lent.  Securities  lent  are  not  considered  to  have  been  sold  nor  have  the  securities  received  as  collateral  been 
considered  to  have  been  purchased.  The  net  income  from  securities  lending  is  distributed  pro  rata  to  the  par- 
ticipants of  the  portfolio  from  which  the  security  came.  At  June  30,  1991,  approximately  10%  of  the  securities 
in  the  pool  were  on  loan. 

The  State  Treasurer  occasionally  sells  call  options  against  common  stock  owned  to  enhance  total  earnings  of 
the  Equity  Investment  Fund.  The  premiums  received  are  maintained  in  investment  inventory  accounts  until 
the  option  is  repurchased  in  the  market,  exercised,  or  expired.  When  the  option  is  repurchased  in  the  market, 
the  position  is  closed  and  any  resulting  gain  or  loss  is  shown  in  the  income  accounts  as  supplemental  income 
or  loss  on  stock  options  written.  When  the  option  is  exercised,  the  position  is  closed  and  the  net  premium  received 
is  used  to  increase  the  gain  or  reduce  the  loss  realized  on  the  sale  of  the  underlying  stock.  When  the  option 
expires,  the  position  is  closed  and  the  net  premium  on  the  option  is  shown  in  the  income  accounts  as  supplemental 
income  from  stock  options  written.  At  June  30,  1991,  there  were  outstanding  covered  call  transactions  with 
an  original  net  premium  of  $1,245,683  and  a current  market  value  of  $580,550.  The  underlying  shares  had 
a book  value  of  $24,124,632  and  a market  value  of  $25,448,750. 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  ASSETS  AND  LIABILITIES  BY  SEGMENT 

INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


SEGMENT 

SHORT-TERM 

LIQUID 

LONG-TERM 

INVESTMENT 

ASSET 

INVESTMENT 

ASSETS 

FUND 

FUND 

FUND 

Cash  in  Bank 

$ 45,797,699 

$ 

$ 

Deposits  in  Short-term  Investment  Fund 

4,385,538 

25,798,104 

Cash  with  Equity  Managers 

Accounts  Receivable 

10,367,153 

827,335 

Accrued  Investment  Income 

59,244,353 

265,487,479 

Investments  at  Book  Value 

2,934,040,766 

12,934,605,113 

Total  Assets 

$3,049,449,971 

$4,385,538 

$13,226,718,031 

LIABILITIES 

Accounts  Payable 

$ 10,567,775 

$ 

$ 651,729 

Undistributed  Income 

Deferred  Income 

Participants’  Balances 

16,426,583 

2,325 

3,022,453,288 

4,385,538 

13,226,066,302 

Total  Liabilities 

$3,049,449,971 

$4,385,538 

$13,226,718,031 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Schedule  1 


MEMORANDUM 


EQUITY 

REAL  ESTATE 

ROND 

VENTURE  CAPITAL 

INVESTMENT 

INVESTMENT 

PROCEEDS 

INVESTMENT 

INTRAFUND 

FUND 

FUND 

FUND 

FUND 

ELIMINATIONS 

TOTAL 

$ 

$ 

$ 735 

$ 

$ 

$ 45,798,434 

231,194,900 

4,726,712 

828,314 

(266,933,568) 

323,524 

323,524 

33,411,994 

57,609 

44,664,091 

14,641,149 

425,129 

339,798,110 

4,918,214,754 

215,782,117 

84,200,873 

24,658,684 

21,111,502,307 

$5,197,786,321 

$220,566,438 

$84,626,737 

$25,486,998 

$(266,933,568) 

$21,542,086,466 

$ 50,959,182 

$ 784,514 

$ 

$ 

$ 

$ 62,963,200 

1,245,682 

5,145,581,457 

219,781,924 

84,626,737 

25,486,998 

(266,933,568) 

16,426,583 

1,248,007 

21,461,448,676 

$5,197,786,321 

$220,566,438 

$84,626,737 

$25,486,998 

$(266,933,568) 

$21,542,086,466 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  REVENUES,  EXPENDITURES, 

AND  OTHER  FINANCING  SOURCES  AND  USES  BY  SEGMENT 

INVESTMENT  POOL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1991 


SHORT-TERM 

LIQUID 

INVESTMENT 

ASSET 

FUND 

FUND 

Revenues 

Investment  Income 

Interest 

$248,837,812 

$ 

Short-term  Investment  Fund  Earnings 

245,213 

Dividends 

Income  (Loss)  from  Real  Estate  Trusts 

Income  (Loss)  from  Venture  Capital 

Net  Gains  (Losses)  from  Sales  of  Securities 

1,248,374 

Supplemental  Income  from: 

Securities  Lending 

1,285,682 

Stock  Options  Written 

Dividend  Reinvestments 

Fail  Balance  Earnings 

2,977 

Miscellaneous 

Total  Supplemental  Income 

1,288,659 

Total  Revenues 

251,374,845 

245,213 

Expenditures 

Management  Fees 

645,334 

461 

Net  Income  Available  for  Distribution 

250,729,511 

244,752 

Interest  Distributed 

(254,813,447) 

(244,752) 

Change  in  Undistributed  Income 

(4,083,936) 

Undistributed  Income,  July  1,  1990 

20,510,519 

Undistributed  Income,  June  30,  1991 

$ 16,426,583 

$ 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Schedule  2 


LONG-TERM 

EQUITY 

REAL  ESTATE 

BOND 

VENTURE  CAPITAL 

INVESTMENT 

INVESTMENT 

INVESTMENT 

PROCEEDS 

INVESTMENT 

INTERFUND 

FUND 

FUND 

FUND 

FUND 

FUND 

ELIMINATIONS 

TOTAL 

$1,167,802,188 

$ 2,210,580  $ $3,141,434 

$ 

$ $1,421,992,014 

5,763,063 

25,680,850  379,175 

61,824 

(32,130,125) 

189,882,959 

189,882,959 

10,023,789 

10,023,789 

(95,657) 

(95,657) 

15,532,233 

141,773,834 

158,554,441 

3,125,715 

27,238 

49,691 

1,625,499 

62,739 

4,034 

25,261 

4,461,088 

1,625,499 

62,739 

34,249 

25,261 

3,152,953 

1,767,224 

6,208,836 

1,192,250,437 

361,315,447 

10,402,964 

3,141,434 

(33,833) 

(32,130,125) 

1,786,566,382 

791,984 

1,362,236 

13,387 

6,276 

1,245 

2,820,923 

1,191,458,453 

(1,191,458,453) 

359,953,211 

(359,953,211) 

10,389,577 

(10,389,577) 

3,135,158 

(3,135,158) 

(35,078) 

35,078 

(32,130,125) 

32,130,125 

1,783,745,459 

(1,787,829,395) 

(4,083,936) 

20,510,519 

$ 

$ 

$ 

$ 

$ 

$ 

$ 16,426,583 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  INVESTMENTS  BY  TYPE  BY  SEGMENT 

INVESTMENT  POOL 
AT  JUNE  30,  1991 


SECURITY  TYPE 


SHORT-TERM 

INVESTMENT 

FUND 


LONG-TERM 

INVESTMENT 

FUND 


EQUITY 

INVESTMENT 

FUND 


Repurchase  Agreements 
Certificates  of  Deposit 
Treasury  and  Agency  Securities 
Corporate  Bonds 
International  Bonds 
Mortgage  Backed  Securities  (GNMA’s) 
Long-term  Certificates  of  Deposit 
Equity  Securities: 

Common  Stock 
Trust  Funds 
Mutual  Funds 
Real  Estate  Investments 
Venture  Capital  Investments 

TOTAL  INVESTMENTS  AT  BOOK 


365.175.000 

398.086.000 
2,160,379,766 

10,000,000 


400,000 


$ 


5,170,806,758 

4,923,397,124 

513,122,373 

2,316,128,858 

11,150,000 


4,380,554,236 

492,733,139 

44,927,379 


$2,934,040,766  $12,934,605,113  $4,918,214,754 


Percent  of  Total  Book  Value  13.90%  61.27%  23.29% 

TOTAL  INVESTMENTS  AT  MARKET  $2,982,096,806  $13,351,356,484  $6,324,616,866 


Percent  of  Total  Market  Value 


13.00%  58.17%  27.55% 


The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Schedule  3 


REAL  ESTATE 
INVESTMENT 
FUND 

BOND  VENTURE  CAPITAL 

PROCEEDS  INVESTMENT 

FUND  FUND 

TOTAL 

BOOK  VALUE 

% of  TOTAL 

MARKET  VALUE 

% OF  TOTAL 

$ 

$31,013,000 

$ 

$ 396,188,000 

1.88% 

$ 396,188,000 

1.73% 

398,086,000 

1.89 

398,086,000 

1.73 

53,187,873 

7,384,374,397 

34.98 

7,509,226,911 

32.72 

4,933,397,124 

23.37 

5,120,238,812 

22.31 

513,122,373 

2.43 

547,625,548 

2.39 

2,316,128,858 

10.97 

2,434,819,080 

10.61 

11,550,000 

0.05 

11,550,000 

0.05 

4,380,554,236 

20.75 

5,752,616,045 

25.06 

492,733,139 

2.33 

526,195,905 

2.29 

44,927,379 

0.21 

45,804,916 

0.20 

215,782,117 

215,782,117 

1.02 

186,693,258 

0.81 

24,658,684 

24,658,684 

0.12 

23,891,115 

0.10 

$215,782,117 

$84,200,873 

$24,658,684 

$21,111,502,307 

100.00% 

1.02%  0.40% 

0.12% 

100.00% 

$186,693,258 

$84,281,061 

$23,891,115 

$22,952,935,590 

100.00% 

0.81%  0.37%  0.10%  100.00% 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  PARTICIPANTS’  BALANCES  BY  TYPE  BY  SEGMENT 

INVESTMENT  POOL 

AT  JUNE  30,  1991 

PARTICIPANT  TYPE 

SHORT-TERM 

INVESTMENT 

FUND 

LIQUID 

ASSET 

FUND 

LONG-TERM 

INVESTMENT 

FUND 

State  Government: 

General  Fund 

Highway  Fund 

University  Funds 

Pension  Trust  Funds 

Other  State  Funds 

$ 552,049,171 
606,296,846 
347,744,967 
65,639,979 
1,052,039,294 

$ 

$ 

12,902,583,222 

323,483,080 

Total  State  Government 

2,623,770,257 

13,226,066,302 

Local  Government 

158,410,198 

4,385,538 

Other  Investment  Funds 

266,933,568 

Transactions  in  Process 

(26,660,735) 

Total  Participants’  Balances 

$3,022,453,288 

$4,385,538 

$13,226,066,302 

The  accompanying  Notes  to  the  Financial  Statements  are  an 

integral  part  of  this  Statement. 

NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 

SCHEDULE  OF  PARTICIPANTS’  DISTRIBUTED  EARNINGS  BY  TYPE  BY  SEGMENT 

INVESTMENT  POOL 

AT  JUNE  30,  1991 

PARTICIPANT  TYPE 

SHORT-TERM 

INVESTMENT 

FUND 

LIQUID 

ASSET 

FUND 

LONG-TERM 

INVESTMENT 

FUND 

State  Government: 

General  Fund 

Highway  Fund 

University  Funds 

Pension  Trust  Funds 

Other  State  Funds 

$78,554,610 

42,101,355 

27,302,693 

9,392,649 

55,861,684 

$ 

$ 

1,161,729,012 

29,729,441 

Total  State  Government 

213,212,991 

1,191,458,453 

Local  Government 

9,470,331 

244,752 

Other  Investment  Funds 

32,130,125 

Total  Income  Distributed 

Change  in  Undistributed 

Income 

254,813,447 

(4,083,936) 

244,752 

1,191,458,453 

Total  Income 

$250,729,511 

$244,752 

$1,191,458,453 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Schedule  4 


EQUITY 

INVESTMENT 

FUND 

REAL  ESTATE 
INVESTMENT 
FUND 

BOND 

PROCEEDS 

FUND 

VENTURE  CAPITAL 
INVESTMENT 
FUND 

INTERFUND 

ELIMINATIONS 

TOTAL 

$ 

5,145,581,457 

$ 

219,781,924 

$ 

84,626,737 

$ 

25,486,998 

$ 

$ 552,049,171 

606,296,846 
347,744,967 
18,359,073,580 
1,460,149,111 

5,145,581,457 

219,781,924 

84,626,737 

25,486,998 

21,325,313,675 

162,795,736 

(266,933,568) 

(26,660,735) 

$5,145,581,457 

$219,781,924 

$84,626,737 

$25,486,998 

$(266,933,568) 

$21,461,448,676 

Schedule  5 


EQUITY 

INVESTMENT 

FUND 

REAL  ESTATE 
INVESTMENT 
FUND 

BOND 

PROCEEDS 

FUND 

VENTURE  CAPITAL 
INVESTMENT 

FUND 

INTERFUND 

ELIMINATIONS 

TOTAL 

$ 

359,953,211 

$ 

10,389,577 

$ 

3,135,158 

$ 

(35,078) 

$ 

$ 78,554,610 

42,101,355 
27,302,693 
1,541,429,371 
88,726,283 

359,953,211 

10,389,577 

3,135,158 

(35,078) 

1,778,114,312 

9.715.083 

(32,130,125) 

359,953,211 

10,389,577 

3,135,158 

(35,078) 

(32,130,125) 

1,787,829,395 

(4,083,936) 

$359,953,211 

$10,389,577 

$3,135,158 

$(35,078) 

$(32,130,125) 

$1,783,745,459 
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COMPARATIVE  SUMMARY  OF  TRUST  FUND  INVESTMENTS 


Short-term 

Long-term 

Investment  Fund 

Investment  Fund 

Amount  Invested* 

Yield" 

Amount  Invested 

Yield" 

Retirement  Trust  Funds: 

Teachers’  and  State  Employees’  Retirement  System: 

June  30,  1990 

$ 58,265,649 

8.536 

$ 9,529,005,412 

9.452 

June  30,  1991 

Local  Governmental  Employees’  Retirement  System: 

38,197,313 

8.207 

10,403,957,249 

9.435 

June  30,  1990 

39,400,248 

8.536 

2,098,091,685 

9.452 

June  30,  1991 

North  Carolina  Firemen’s  Pension  Fund: 

20,788,988 

8.207 

2,356,613,415 

9.435 

June  30,  1990 

1,063,901 

8.536 

47,510,006 

9.452 

June  30,  1991 

Rescue  Squad  Worker’s  Pension  Fund: 

887,168 

8.207 

51,004,693 

9.435 

June  30,  1990 

99,168 

8.536 

5,565,069 

9.452 

June  30,  1991 

Consolidated  Judicial  Retirement  System: 

51,354 

8.207 

5,969,501 

9.435 

June  30,  1990 

2,379,023 

8,536 

65,627,828 

9.452 

June  30,  1991 

N.C.  National  Guard  Pension  Fund: 

2,575,172 

8.207 

73,959,291 

9.435 

June  30,  1990 

2,561,094 

8,536 

4,956,467 

9.452 

June  30,  1991 

Legislative  Retirement  System: 

2,444,436 

8.207 

6,690,638 

9.435 

June  30,  1990 

401,416 

8,536 

3,527,742 

9.452 

June  30,  1991 

695,548 

8.207 

4,388,435 

9.435 

Total  Retirement  Trust  Funds: 

June  30,  1990 

104,170,499 

8.536 

11,754,284,209 

9.452 

June  30,  1991 

65,639,979 

8.207 

12,902,583,222 

9.435 

Percent  of  Total 

0.4% 

70.3% 

Other  Trust  Funds: 

N.  C.  Teachers’  and  State  Employees’  Benefit  Trust: 

June  30,  1990 

10,888,785 

8.536 

92,940,030 

9.452 

June  30,  1991 

Disability  Income  Plan  of  North  Carolina: 

6,982,194 

8.207 

90,704,964 

9.435 

June  30,  1990 

3,412,053 

8.536 

56,672,282 

9.452 

June  30,  1991 

Register  of  Deeds  Supplemental  Pension  Fund: 

2,089,693 

8.207 

76,814,994 

9.435 

June  30,  1990 

245,444 

8.536 

1,314,643 

9.452 

June  30,  1991 

State  Treasurer’s  Escheat  Fund: 

254,339 

8.207 

1,931,468 

9.435 

June  30,  1990 

8,696,733 

8.536 

61,893,620 

9.452 

June  30,  1991 

Public  Education  Trust  Fund:*** 

6,757,872 

8.207 

72,760,651 

9.435 

June  30,  1990 

41,029,474 

8.536 

20,000,000 

9.452 

June  30,  1991 

State  Property  Fire  Insurance  Fund: 

17,987,491 

8.207 

21,979,806 

9.435 

June  30,  1990 

7,858,955 

8.536 

22,344,959 

9.452 

June  30,  1991 

UNC  — Insured  Student  Loan  Program: 

13,395,736 

8.207 

24,556,894 

9.435 

June  30,  1990 

11,450,835 

8.536 

13,125,051 

9.452 

June  30,  1991 

Wildlife  Endowment  Fund: 

12,608,830 

8.207 

14,315,314 

9.435 

June  30,  1990 

16,786 

8.536 

18,286,664 

9.452 

June  30,  1991 

31,545 

8.207 

20,418,989 

9.435 

Total  Other  Trust  Funds: 

June  30,  1990 

83,599,065 

8.536 

286,577,249 

9.452 

June  30,  1991 

60,107,700 

8.207 

323,483,080 

9.435 

Grand  Total  All  Trust  Funds: 

June  30,  1990 

$187,769,564 

8.536 

$12,040,861,458 

9.452 

June  30,  1991 

$125,747,679 

8.207 

$13,226,066,302 

9.435 

'Includes  Float  on  Outstanding  Unpaid  Warrants. 

"Represents  the  average  yield  year-to-date. 

"'The  moneys  in  the  Long-Term  Investment  Fund  is  limited  to  moneys  belonging  to  the  Public  School  Insurance  Fund. 
Note:  The  annualized  total  return  for  the  Real  Estate  Investment  Fund  at  June  30,  1991,  was  -8.052%. 
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For  Year  Ending  June  30,  1990  - June  30,  1991 


Table  1 


Real  Estate  Equity  Venture  Capital 


Investment  Fund 

Investment  Fund 

Investment  Fund 

Total 

Amount  Invested 

Yield** 

Amount  Invested 

Yield*  * 

Amount  Invested 

Yield** 

Amount  Invested* 

Yield*  * 

$169,728,277 

4.856 

$3,632,652,596 

8.348 

$14,483,389 

0.231 

$13,404,135,323 

9.089 

178,084,390 

4.843 

- 4,152,059,809 

7.445 

20,590,006 

(0.172) 

14,792,888,766 

8.809 

37,430,489 

4.856 

820,700,550 

8.348 

3,238,890 

0.231 

2,998,861,862 

9.080 

39,353,434 

4.843 

937,996,874 

7.445 

4,614,593 

(0.172) 

3,359,367,304 

8.805 

842,230 

4.856 

17,081,950 

8.348 

72,401 

0.231 

66,570,488 

9.092 

883,999 

4.843 

19,618,870 

7.445 

102,254 

(0.172) 

72,496,985 

8.817 

99,507 

4.856 

2,131,426 

8.348 

8,535 

0.231 

7,903,705 

9.081 

104,441 

4.843 

2,434,670 

7.445 

10,512 

(0.172) 

8,570,478 

8.798 

1,159,983 

4.856 

25,996,119 

8.348 

102,641 

0.231 

95,265,594 

9.072 

1,217,359 

4.843 

29,676,856 

7.445 

147,443 

(0.172) 

107,576,121 

8.799 

82,258 

4.856 

1,907,424 

8.348 

10,163 

0.231 

9,517,406 

8.930 

86,284 

4.843 

2,239,097 

7.445 

14,146 

(0.172) 

11,474,601 

8.729 

49,604 

4.856 

1,358,181 

8.348 

6,056 

0.231 

5,342,999 

9.069 

52,017 

4.843 

1,555,281 

7.445 

8,044 

(0.172) 

6,699,325 

8.821 

209,392,348 

4.856 

4,501,828,246 

8.348 

17,922,075 

0.231 

16,587,597,377 

9.087 

219,781,924 

4.843 

5,145,581,457 

7.445 

25,486,998 

(0.172) 

18,359,073,580 

8.809 

1.2% 

28.0% 

0.1% 

100.0% 

103,828,815 

9.365 

97,687,158 

9.344 

60,084,335 

9.408 

78,904,687 

9.399 

1,560,087 

9.297 

2,185,807 

9.283 

70,590,353 

9.367 

79,518,523 

9.341 

61,029,474 

8.658 

39,967,297 

8.834 

30,203,914 

8.874 

37,952,630 

9.026 

24,575,886 

8.942 

26,924,144 

8.853 

18,303,450 

9.153 

20,450,534 

9.433 

0 

0 

0 

370,176,314 

9.178 

0 

0 

0 

383,590,780 

9.238 

$209,392,348 

4.856 

$4,501,828,246 

8.348 

$17,922,075 

0.231 

$16,957,773,691 

9.089 

$219,781,924 

4.843 

$5,145,581,457 

7.445 

$25,486,998 

(0.172) 

$18,742,664,360 

8.818 
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Table  2 

TREASURER’S  CASH  RALANCES 
June  30,  1991 

CLEARING  ACCOUNTS 

Raleigh,  Branch  Banking  & Trust  Co.  $ 4,020,575 

Raleigh,  Central  Carolina  Bank  & Trust  Co.,  N.  A.  1,929,833 

Raleigh,  Centura  Bank  2,116,700 

Raleigh,  First  Citizens  Bank  & Trust  Co.  6,660,982 

Raleigh,  First  Union  National  Bank  of  N.C.  8,667,907 

Raleigh,  NCNB  National  Bank  of  N.C.  12,159,114 

Unemployment  Benefit  Account  671,818 

Unemployment  Clearing  Account  72,784 

Raleigh,  Southern  National  Bank  of  N.C.  2,905,203 

Raleigh,  United  Carolina  Bank  1,451,545 

Raleigh,  Wachovia  Bank  of  N.  C.  13,112,764 

TOTAL  CLEARING  ACCOUNTS  $53,769,225 


AGENCY  COLLECTION  ACCOUNTS 
ASHEBORO 

First  National  Bank  & Trust  Co.  $ 1,610 

ASHEVILLE 

Clyde  Savings  & Loan  1,284 

BATH 

Southern  Bank  & Trust  Co.  1,274 

BURNSVILLE 

First  Commercial  Bank  1,518 

CAMDEN 

Bank  of  Currituck  1,062 

CANDOR 

First  Bank  1,756 

CHARLOTTE 

Republic  Bank  & Trust  1,263 

COLUMBIA 

The  East  Carolina  Bank  1,214 

CONCORD 

Security  Bank  1,635 

CRESWELL 

The  East  Carolina  Bank  1 779 

DURHAM 

Mechanics  & Farmers  Bank  1,350 

Village  Bank  1,468 

FAIRFIELD 

The  East  Carolina  Bank  1 682 

FAYETTEVILLE 

United  National  Bank  1 987 

GATESVILLE 

Southern  Bank  & Trust  Co.  1 857 

GREENSBORO 

Greensboro  National  Bank  1 412 

HENDERSONVILLE 

First  Federal  Savings  Bank  1 418 

HIGH  POINT 

High  Point  Bank  & Trust  1,108 
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LENOIR 

Bank  of  Granite 

1,530 

LEWISTON 

Southern  Bank  & Trust  Co. 

1,844 

LEXINGTON 

Lexington  State  Bank 

1,421 

MANTEO 

The  East  Carolina  Bank 

1,365 

MORGANTON 

Western  Carolina  S & L 

1,302 

MOYOCK 

Bank  of  Currituck 

1,870 

NAGS  HEAD 

The  East  Carolina  Bank 

1,500 

NEWLAND 

Avery  County  Bank 

1,159 

NEWTON 

Bank  of  Granite 

1,991 

NORTH  WILKESBORO 

The  Yadkin  Valley  Bank 

1,036 

OCRACOKE 

The  East  Carolina  Bank 

1,249 

PEMBROKE 

Lumbee  Bank 

1,438 

PLYMOUTH 

Southern  Bank  & Trust 

1,996 

REIDSVILLE 

First  National  Bank 

1,799 

ROBBINS 

First  Bank 

1,505 

ROCKY  MOUNT 

Unity  Bank 

1,733 

SALISBURY 

Security  Bank  & Trust  Co. 

1,460 

SANFORD 

First  Carolina  Bank 

1,082 

SEVEN  SPRINGS 

Southern  Bank  & Trust  Co. 

1,554 

SHELBY 

First  National 

1,311 

SWAN  QUARTER 

The  East  Carolina  Bank 

1,171 

TARBORO 

Unity  Bank 

1,589 

TROY 

The  Fidelity  Bank 

1,941 

First  Bank 

1,700 

WANCHESE 

The  East  Carolina  Bank 

1,051 

WEST  END 

First  Bank 

1,504 

WINDSOR 

Southern  Bank  & Trust  Co. 

1,307 

WINTON 

Southern  Bank  & Trust  Co. 

1,670 

TOTAL  AGENCY  COLLECTION  ACCOUNTS 

$ 68,755 

Treasurer’s  Cash  Balances  before  Net  Warrant  Clearings  and  Deposits  in  Transit 

$53,837,980 

Net  Warrant  Clearings  and  Deposits  in  Transit 

(3,092,951) 

Treasurer’s  Cash  Balances 

$50,745,029 
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SECURITIES  HELD  IN  TRUST 
JUNE  30,  1991 


Table  3 


Description 

Securities  Held  in  Safekeeping: 

Atlantic  & East  Carolina  Railroad  Company 
Deposit  to  Insure  Rental  Agreement 
Department  of  Public  Instruction  Literary  Loan  Notes 

Securities  Held  as  Good  Faith  Deposits: 

North  Carolina  Department  of  Agriculture 
North  Carolina  Department  of  Revenue 

Securities  Held  as  Custodian: 

In  Treasurer’s  Vault: 

Long-term  Investment  Fund* 

Short-term  Investment  Fund** 

By  Contractual  Custodian  Agreement: 

Short-term  Investment  Fund 
Long-term  Investment  Fund 
Equity  Investment  Fund 
Real  Estate  Investment  Fund 
Venture  Capital  Investment  Fund 
Bond  Proceeds  Fund 

Securities  Owned  by  the  State: 

North  Carolina  Railroad  Company 
(3,208,573  shares  common  stock) 


Par  Value 


$ 50,000 

2,118,588 


111,000 

1,184,183 


244,392,708 

398,086,000 

2,598,486,000 

13,498,614,569 

4,918,214,754 

215,782,117 

24,658,684 

53,194,011 


1,604,286 


Securities  Held  by  Escrow  Agents  to  Secure  Public  Deposits:  2,197,333,625 

Total  $24,153,830,525 


‘Corporate  Private  Placements  and  Long-term  CD’s. 
“Certificates  of  Deposit  and  Saving  Certificates 
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1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 


Table  4 


GENERAL  AND  HIGHWAY  FUNDS 
INCOME  FROM  TREASURER’S  INVESTMENTS 
FISCAL  YEARS  1949  THROUGH  1991 
(Accrual  Basis) 


General  Fund 

$ 355,719 

1,565,365 
3,182,816 
3,711,531 

3.383.701 
2,800,432 
2,069,388 

2.074.701 
3,124,661 
4,064,535 
3,361,306 
5,114,917 
6,906,906 
4,802,527 
5,161,899 
6,003,139 
7,907,545 

10,322,713 

12,337,612 

19,266,180 

20,284,196 

22,624,169 

29,369,118 

24,325,581 

26,816,266 

53,574,503 

73,317,870 

48,641,750 

43,129,022 

44,087,283 

56,224,976 

93,499,189 

102,900,589 

115,671,991 

86,379,248 

98,885,947 

133,076,748 

151,346,427 

139,426,325 

164,540,208 

139,553,252 

115,933,013 

75,154,836 

$1,966,280,100 


Highway  Fund 


1,907,373 

1,733,738 

1,968,853 

3,151,909 

3,708,759 

5,841,357 

9,420,810 

10,749,092 

13,201,633 

16,037,808 

12,423,644 

11,054,759 

18,535,282 

23,923,734 

15,903,056 

11,901,171 

9,927,820 

21,627,907 

19,761,250 

13,224,698 

21,107,338 

28,546,192 

30,160,751 

33,344,149 

26,485,263 

26,185,560 

33,925,222 

30,558,023 

34,002,597 

42,290,145 

$532,609,893 


Total 

General  and 
Highway  Fund 

$ 355,719 

1,565,365 
3,182,816 
3,711,531 

3.383.701 
2,800,432 
2,069,388 

2.074.701 
3,124,661 
4,064,535 
3,361,306 
5,114,917 
6,906,906 
6,709,900 
6,895,637 
7,971,992 

11,059,454 

14,031,472 

18,178,969 

28,686,990 

31,033,288 

35,825,802 

45,406,926 

36,749,225 

37,871,025 

72,109,785 

97,241,604 

64,544,806 

55,030,193 

54,015,103 

77,852,883 

113.260.439 
116,125,287 
136,779,329 

114.925.440 
129,046,698 
166,420,897 
177,831,690 
165,611,885 
198,465,430 
170,111,275 
149,935,610 
117,444,981 

$2,498,889,993 


Average  Annual 
Yield  on  6 Months 
Treasury  Bills 
Auction 

1.50% 
1.43% 
1.39% 
1.85% 
2.00% 
2.12% 
1.62% 
1.92% 
2.97% 
3.72% 
2.35% 
4.12% 
2.62% 
2.78  % 
2.97% 
3.58% 
3.84% 
4.46% 
4.79% 
5.27% 
5.91% 
7.24% 
5.08% 
4.41% 
5.65% 
7.92% 
6.89% 
5.90% 
5.05% 
6.45% 
8.86% 
11.12% 
12.65% 
13.22% 
8.88% 
9.45% 
8.97% 
6.90% 
5.63% 
6.31% 
8.01% 
7.67% 
5.76% 


U.  S.  Treasury 
2 Year 

Constant  Maturity 

% 


6.12% 

7.30% 

9.30% 

11.15% 

12.97% 

14.65% 

10.45% 

11.20% 

10.74% 

8.05% 

6.63% 

7.77% 

8.88% 

8.22% 

6.90% 
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Table  5 

GENERAL  OBLIGATION  BONDS 
LOCAL  GOVERNMENT 
REFERENDA  AND  AUTHORIZATIONS 


Fiscal  Year  July  1,  1990  through  June  30,  1991 


Propositions 


Proposed 

Approved 

COUNTIES: 

Voted  Propositions: 

Schools 

6 

4 

Community  Colleges 

4 

4 

Water 

3 

2 

Sanitary  Sewer 

1 

1 

Sanitary  Landfill 

1 

1 

Parks  and  Recreation 

1 

0 

Hospitals 

2 

1 

Detention/ Jail  Facilities 

1 

1 

Library  Facilities 

1 

0 

Museums 

_2 

_1 

22 

15 

Nonvoted  Propositions: 

General  Obligation 

Refunding 

1 

1 

Schools 

2 

2 

Water 

1 

1 

Sanitary  Sewer 

1 

1 

Community  Colleges 

1 

1 

Jail  Facilities 

_1 

7 

7 

DISTRICTS: 

Nonvoted  Propositions: 

Sanitary  Sewer 

1 

_! 

Bonds 


% 

% 

Approved 

Proposed 

Approved 

Approved  ($) 

66.67% 

$230,050,000 

$187,150,000 

81.35% 

100.00 

28,480,000 

28,480,000 

100.00 

66.67 

25,900,000 

19,900,000 

76.83 

100.00 

10,000,000 

10,000,000 

100.00 

100.00 

8,000,000 

8,000,000 

100.00 

0.00 

2,000,000 

0 

0.00 

50.00 

20,555,000 

9,600,000 

46.70 

100.00 

122,000,000 

122,000,000 

100.00 

0.00 

4,000,000 

0 

0.00 

50.00 

6,810,000 

3,810,000 

55.95 

68.18% 

$457,795,000 

$388,940,000 

84.96% 

100.00% 

$ 10,725,000 

$ 10,725,000 

100.00% 

100.00 

1,150,000 

1,150,000 

100.00 

100.00 

235,000 

235,000 

100.00 

100.00 

4,260,000 

4,260,000 

100.00 

100.00 

1,130,000 

1,130,000 

100.00 

100.00 

540,000 

540,000 

100.00 

100.00% 

$ 18,040,000 

$ 18,040,000 

100.00% 

100.00% 

$ 752,000 

$ 752,000 

100.00% 
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Propositions 


Bonds 


% % 


Proposed 

Approved 

Approved 

Proposed 

Approved 

Approved  ($) 

MUNICIPALITIES: 

Voted  Propositions: 

Sanitary  Sewer 

12 

11 

91.67% 

$ 234,650,000 

$228,950,000 

97.57% 

Water 

14 

12 

85.71 

132,570,000 

123,670,000 

93.29 

Parks  and  Recreation 

6 

3 

50.00 

15,470,000 

3,965,000 

25.63 

Streets 

3 

3 

100.00 

13,400,000 

13,400,000 

100.00 

Sidewalks 

1 

0 

0.00 

1,000,000 

0 

0.00 

Public  Buildings 

3 

2 

66.67 

4,465,000 

965,000 

21.61 

Library  Facilities 

2 

1 

50.00 

19,055,000 

16,055,000 

84.26 

Fire  Stations 

1 

1 

100.00 

385,000 

385,000 

100.00 

Coliseums 

1 

1 

100.00 

25,670,000 

25,670,000 

100.00 

Housing 

3 

3 

100.00 

37,000,000 

37,000,000 

100.00 

Solid  Waste  Disposal 

1 

1 

100.00 

45,200,000 

45,200,000 

100.00 

Public  Facilities  Improvements 

1 

0 

0.00 

6,000,000 

0 

0.00 

Downtown  Improvements 

1 

0 

0.00 

1,500,000 

0 

0.00 

Neighborhood  Redevelopment 

1 

1 

100.00 

7,130,000 

7,130,000 

100.00 

Open  Space/Greenways/ 

Trail  ways 

100.00 

3,200,000 

3,200,000 

100.00 

51 

40 

78.43 

546,695,000 

505,590,000 

92.48 

Nonvoted  Propositions: 

Water  and  Sewer  Refunding 

1 

1 

100.00% 

$ 2,050,000 

$ 2,050,000 

100.00% 

Water  Refunding 

1 

1 

100.00 

1,500,000 

1,500,000 

100.00 

Water 

1 

1 

100.00 

495,000 

495,000 

100.00 

Streets 

1 

1 

100.00 

3,785,000 

3,785,000 

100.00 

Public  Buildings 

2 

2 

100.00 

4,550,000 

4,550,000 

100.00 

Parks  and  Recreation 

2 

2 

100.00 

3,190,000 

3,190,000 

100.00 

Parking  Facilities 

1 

1 

100.00 

5,245,000 

5,245,000 

100.00 

Firefighting  Facilities 

_1 

J 

100.00 

4,250,000 

4,250,000 

100.00 

10 

10 

100.00%  $ 25,065,000 

$ 25,065,000 

100.00% 

Total  Voted 

73 

55 

75.34%  $1,004,490,000 

$894,530,000 

89.05% 

Total  Nonvoted 

18 

18 

100.00%  $ 43,857,000 

$ 43,857,000 

100.00% 

Grand  Total 

91 

73 

80.22%  $1,048,347,000 

$938,387,000 

89.51% 

INSTALLMENT  AND  LEASE  AGREEMENTS 
APPROVED  BY  THE  LOCAL  GOVERNMENT  COMMISSION 
Fiscal  Years  Ended  June  30,  1989,  1990,  and  1991 
(In  Millions  of  Dollars) 

Table  6 

FY  1988  - 89 

FY  1989  - 90 

FY  1990  - 91 

No.  Amt. 

No.  Amt. 

No. 

Amt. 

Counties/ Authorities 
Municipalities 

Total 

15  $27.7 

5 10.7 

20  $38.4 

27  $51.0 

19  31.7 

46  $82.7 

25 

22 

47 

$136.2 

231.8 

$368.0 
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Table  7 


NORTH  CAROLINA  CLEAN  WATER  REVOLVING  LOANS 
APPROVED  BY  THE  LOCAL  GOVERNMENT  COMMISSION 
Fiscal  Years  Ended  June  30,  1989,  1990,  and  1991 
(In  Millions  of  Dollars) 


FY  1988  - 89 

FY  1989  - 90 

FY  1990  - 91 

No.  Amt. 

No.  Amt. 

No.  Amt. 

Counties/Districts/Authorities 

5 

$ 1.8 

1 

$1.8 

1 

$ 4.5 

Municipalities 

15 

10.0 

_7 

6.6 

16 

49.5 

Total 

20 

$11.8 

_8 

$8.4 

17 

$54.0 

Table  8 

SUMMARY  OF  STATE  AND  LOCAL  GOVERNMENT 
DEBT  AND  AUTHORIZATIONS 

At  June  30,  1991 


General  Obligations 

Bonds 

Bond 

Literary  Anticipation 

Fund  Loans  Notes 

Total 

Revenue 

Bonds 

Industrial 

Authorized 

Revenue 

Total 

and  Unissued 

Bonds 

Indebtedness 

Bonds 

State  $ 590,013,902.55  $ — $ — $ 590,013,902.55  $ — $ — $ 590,013,902.55  $ 200,000,000.00 

State  Authorities 

and  Institutions — — — — 8,682,771,314,00  — 8,682,771,314.00  — 

$ 590,013,902,55  $ — $ — $ 590,013,902,55  $8,682,771,314,00  $ — $ 9,272,785,216.55  $ 200,000,000.00 


Counties  $1,959,884,428.67  $1,238,590.80  $52,100,000  $2,013,223,019.47  $ 355,144,735.49  $ — $ 2,368,367,754.96  $ 784,825,000.00 

Cities  1,647,983,088.02  — 22,663,000  1,670,646,088.02  376,567,811.93  — 2,047,213,899.95  924,529,800.00 

Districts  140,961,000.00  — 20,911,000  161,872,000.00  52,753,955.00  — 214,625,955.00  71,014,000.00 

Authorities  — — — — 429,617,846.10  2,177,293,885.00  2,606,911,731.10  — 

Totals  $3,748,828,516.69  $1,238,590.80  $95,674,000  $3,845,741,107.49  $1,214,084,348.52  $2,177,293,885.00  $ 7,237,119,341.01  $1,780,368,800.00 

$4,338,842,419.24  $1,238,590.80  $95,674,000  $4,435,755,010.04  $9,896,855,662.52  $2,177,293,885.00  $16,509,904,557.56  $1,980,368,800.00 
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Table  9 


ANNUAL  DEBT  REQUIREMENTS  FOR  STATE  BONDS 
ISSUED  AND  OUTSTANDING1 
At  June  30,  1991 


GENERAL  HIGHWAY  TOTAL 


Existing  ! 

Debt 

Existing 

Debt 

Existing 

; Debt 

Fiscal 

Principal 

Principal 

Principal 

Year 

Principal 

& Interest 

Principal 

& Interest 

Principal 

& Interest 

1991-92  $ 

i 50,200,000.00  $ 

74,777,770.00  $ 

; 29,940,000  $ 38,227,230  $ 

80,140,000.00  : 

$113,005,000.00 

1992-93 

50,200,000.00 

71,877,827.50 

31,640,000 

38,018,250 

81,840,000.00 

109,896,077.50 

1993-94 

50,237,897.30 

69,545,657.50 

32,985,000 

37,359,875 

83,222,897.30 

106,905,532.50 

1994-95 

50,270,323.80 

66,828,682.50 

25,090,000 

27,664,550 

75,360,323.80 

94,493,232.50 

1995-96 

50,258,308.40 

64,064,032.50 

24,120,000 

25,169,040 

74,378,308.40 

89,233,072.50 

1996-97 

49,322,114.30 

60,329,645.00 

4,860,000 

5,010,660 

54,182,114.30 

65,340,305.00 

1997-98 

42,014,916.30 

50,358,355.00 

42,014,916.30 

50,358,355.00 

1998-99 

38,597,302.30 

44,564,425.00 

38,597,302.30 

44,564,425.00 

1999-00 

35,309,115.30 

38,960,305.00 

35,309,115.30 

38,960,305.00 

2000-01 

11,664,771.60 

13,872,500.00 

11,664,771.60 

13,872,500.00 

2001-02 

9,004,167.30 

10,602,000.00 

9,004,167.30 

10,602,000.00 

2002-03 

752,158.00 

1,910,000.00 

752,158.00 

1,910,000.00 

2003-04 

698,448.80 

1,910,000.00 

698,448.80 

1,910,000.00 

2004-05 

652,952.60 

1,910,000.00 

652,952.60 

1,910,000.00 

2005-06 

605,431.80 

1,910,000.00 

605,431.80 

1,910,000.00 

2006-07 

565,722.90 

1,910,000.00 

565,722.90 

1,910,000.00 

2007-08 

530,014.55 

1,915,000.00 

530,014.55 

1,915,000.00 

2008-09 

495,257.30 

1,915,000.00 

495,257.30 

1,915,000.00 

$441,378,902.55  $579,161,200.00  $148,635,000  $171,449,605  $590,013,902.55  $750,610,805.00 


Refunded  debt  of  $266,500,000  is  not  included  since  sufficient  moneys  have  been  placed  with  an  escrow 
agent  to  pay  all  principal  and  interest  and  any  premium  on  the  bonds  refunded  to  and  including  their  respective 
maturities  or  dates  of  redemption. 
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Table  10 

REVENUE  BONDS  AND  OTHER  INDEBTEDNESS  OF  STATE 
AUTHORITIES  AND  INSTITUTIONS 

At  June  30,  1991 


Appalachian  State  University $ 13,308,000 

East  Carolina  University  3,210,000 

Elizabeth  City  State  University 3,043,000 

Fayetteville  State  University  2,290,000 

North  Carolina  A & T State  University 5,171,000 

North  Carolina  Central  University 3,375,000 

North  Carolina  School  of  the  Arts 1,790,000 

North  Carolina  State  University  at  Raleigh 41,905,802 

Pembroke  State  University 635,000 

University  of  North  Carolina  at  Asheville 4,090,000 

University  of  North  Carolina  at  Chapel  Hill  160,836,861 

University  of  North  Carolina  at  Charlotte  44,062,687 

University  of  North  Carolina  at  Greensboro 25,221,250 

University  of  North  Carolina  at  Wilmington 26,336,404 

Western  Carolina  University 7,866,632 

Winston-Salem  State  University  1,630,000 

North  Carolina  Educational  Facilities  Finance  Agency 263,855,000 

North  Carolina  Housing  Finance  Agency 914,876, 1191 

North  Carolina  Industrial  Facilities  and  Pollution  Control  Financing  Authority 22,750,000z 

North  Carolina  Medical  Care  Commission 1,361, 765, 9303 

North  Carolina  State  Ports  Authority 7,010,000 

North  Carolina  ABC  Commission 1,500,000 

North  Carolina  Eastern  Municipal  Power  Agency 3,292,540,629 

North  Carolina  Municipal  Power  Agency  No.  1 2,473,222,000 

North  Carolina  Battleship  Commission 480,000 

Total $8,682,771,314 


JThis  indebtedness  is  created  pursuant  to  authority  granted  to  the  North  Carolina  Housing  Finance  Agency  to  issue 
revenue  bonds  for  housing  for  families  of  lower  and  moderate  income  as  authorized  by  G.S.  122A-8. 

2This  indebtedness  is  created  pursuant  to  authority  granted  to  the  North  Carolina  Industrial  Facilities  and  Pollu- 
tion Control  Financing  Authority  to  issue  bonds  for  industrial  facilities  as  authorized  by  G.S.  Chapter  159D. 

3This  indebtedness  is  created  pursuant  to  authority  granted  to  the  North  Carolina  Medical  Care  Commission  to 
issue  revenue  bonds  for  health  care  facilities  as  authorized  by  G.S.  131  A. 

Source:  Chief  fiscal  officer  of  each  authority  or  institution. 
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Table  11 


VALUATION  BALANCE  SHEET 
SHOWING  THE  ASSETS  AND  LIABILITIES  OF  THE 
TEACHERS’  AND  STATE  EMPLOYEES’  RETIREMENT  SYSTEM  OF  NORTH  CAROLINA 


ASSETS 

December  31,  1990 

December  31,  1989 

Current  assets: 

Annuity  Savings  Fund 

Pension  Accumulation  Fund 

Total  current  assets 

$ 3,109,821,700 
11,025,347,546 

$14,135,169,246 

$ 2,826,576,016 
9,935,058,575 

$12,761,634,591 

Future  member  contributions  to  Annuity  Savings  Fund 

$ 3,770,168,754 

$ 3,352,455,348 

Prospective  contributions  to  Pension  Accumulation  Fund: 

Normal  contributions 

Accrued  liability  contributions 

Undistributed  gain  contributions 

Total  prospective  contributions 

Total  Assets 

$ 2,877,895,482 
645,854,871 
314,544,419 

$ 3,838,294,772 

$21,743,632,772 

$ 2,754,600,811 
1,157,104,913 
545,549,497 

$ 4,457,255,221 

$20,571,345,160 

LIABILITIES 

Annuity  Savings  Fund: 


Past  member  contributions 

$3,109,821,700 

$ 2,826,576,016 

Future  member  contributions 

3,770,168,754 

3,352,455,348 

Total  contributions  to  Annuity  Savings  Fund 

$ 6,879,990,454 

$ 6,179,031,364 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 

$ 5,102,908,687 

$ 4,526,254,810 

Benefits  to  be  paid  to  current  active  members 

9,446,189,212 

9,001,329,886 

Reserve  for  increases  in  retirement  allowances  effective  July  1,  1991 

(July  1,  1990,  for  December  31,  1989,  figure) 

0 

319,179,603 

Reserve  from  undistributed  gains 

314,544,419 

545,549,497 

Total  benefits  payable  from  Pension  Accumulation  Fund 

$14,863,642,318 

$14,392,313,796 

Total  Liabilities 

$21,743,632,772 

$20,571,345,160 

Buck  Consultants 


Table  12 


VALUATION  BALANCE  SHEET 
SHOWING  THE  ASSETS  AND  LIABILITIES  OF  THE 
NORTH  CAROLINA  LOCAL  GOVERNMENTAL  EMPLOYEES’  RETIREMENT  SYSTEM 


ASSETS 

December  31,  1990 

December  31,  1989 

Current  assets: 

Annuity  Savings  Fund 

Pension  Accumulation  Fund 

Total  current  assets 

$ 781,905,587 
2,403,847,809 

$3,185,753,396 

$ 695,341,426 
2,153,676,430 

$2,849,017,856 

Future  member  contributions  to  Annuity  Savings  Fund 

$1,122,256,454 

$1,007,298,996 

Prospective  contributions  to  Pension  Accumulation  Fund: 

Normal  contributions 

Accrued  liability  contributions 

Undistributed  gain  contributions 

Total  prospective  contributions 

Total  Assets 

$ 677,324,584 
95,555,282 
174,846,497 

$ 947,726,363 

$5,255,736,213 

$ 639,171,526 
94,467,859 
125,762,119 

$ 859,401,504 

$4,715,718,356 

LIABILITIES 

Annuity  Savings  Fund: 

Past  member  contributions 

Future  member  contributions 

Total  contributions  to  Annuity  Savings  Fund 

$ 781,905,587 
1,122,256,454 

$1,904,162,041 

$ 695,341,426 
1,007,298,996 

$1,702,640,422 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 

Benefits  to  be  paid  to  current  active  members 

Reserve  for  increases  in  retirement  allowances  effective  July  1,  1991 
(July  1,  1990,  for  December  31,  1989,  figure) 

Reserve  from  undistributed  gains 

Total  benefits  payable  from  Pension  Accumulation  Fund 

Total  Liabilities 

$ 993,821,304 
2,182,906,371 

-0- 

174,846,497 

$3,351,574,172 

$5,255,736,213 

$ 867,304,836 
1,959,458,687 

60,552,292 

125,762,119 

$3,013,077,934 

$4,715,718,356 

Buck  Consultants 
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VALUATION  BALANCE  SHEET 
SHOWING  THE  ASSETS  AND  LIABILITIES  OF  THE 
NORTH  CAROLINA  CONSOLIDATED  JUDICIAL  RETIREMENT  SYSTEM 


Table  13 


ASSETS 

December  31,  1990 

December  31,  1989 

Current  assets: 

Annuity  Savings  Fund 

$ 13,774,488 

$ 12,404,010 

Pension  Accumulation  Fund 

88,242,903 

77,967,704 

Total  current  assets 

$102,017,391 

$ 90,371,714 

Future  member  contributions  to  Annuity  Savings  Fund 

$ 24,320,526 

$ 21,219,769 

Prospective  contributions  to  Pension  Accumulation  Fund: 

Normal  contributions 

$ 59,499,127 

$ 51,402,124 

Accrued  liability  contributions 

22,884,674 

25,567,654 

Undistributed  gain  contributions 

5,718,511 

12,022,484 

Total  prospective  contributions 

$ 88,102,312 

$ 88,992,262 

Total  Assets 

$214,440,229 

$200,583,745 

LIABILITIES 


Annuity  Savings  Fund: 


Past  member  contributions 

$ 13,774,488 

$ 12,404,010 

Future  member  contributions 

24,320,526 

21,219,769 

Total  contributions  to  Annuity  Savings  Fund 

$ 38,095,014 

$ 33,623,779 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 

$ 50,579,974 

$ 44,842,729 

Benefits  to  be  paid  to  current  active  members 

120,046,730 

107,031,361 

Reserve  for  increases  in  retirement  allowances  effective  July  1,  1991 

(July  1,  1990,  for  December  31,  1989,  figure) 

-0- 

3,063,392 

Reserve  from  undistributed  gains 

5,718,511 

12,022,484 

Total  benefits  payable  from  Pension  Accumulation  Fund 

$176,345,215 

$166,959,966 

Total  Liabilities 

$214,440,229 

$200,583,745 

Buck  Consultants 
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The  Department  of  State  Treasurer  has  printed  1,800  copies  of  this  public  document  at  a cost  of  $4,373.56,  or 
$2.43  per  copy.  If  you  do  not  wish  to  remain  on  the  mailing  list  to  receive  this  publication,  please  complete  the 
section  below  and  mail  immediately  to: 


Harlan  E.  Boyles 

Treasurer,  State  of  North  Carolina 
325  North  Salisbury  Street 
Raleigh,  North  Carolina  27603-1388 


TEAR  HERE 


Please  discontinue  sending  the  “Annual  Report”  of  the  State  Treasurer  of  North 
Carolina  to:  (please  print  or  type  name  and  address) 


NAME 

ADDRESS 

CITY 

STATE 

ZIP 

SIGNATURE 

DATE 

NORTH  CAROLINA 
DEPARTMENT  OF  STATE  TREASUR 


325  NORTH  SALISBURY  STREET 
RALEIGH,  NORTH  CAROLINA  27603-1388 


